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FOREWORD 


The suggestion of an International Congress on Accounting being 
h^ld in Great Britain was first meMtioned at the Second Inter- 
national Congress in Amsterdam in 1926, and the hope was then 
expressed that it might take place in about three years time. But as 
the Jubilee of the Institute of Chartered Accountants in England and 
Wales would be celebrated in 1930 it was felt that the two events 
could not be observed without a reasonable interval elapsing, and 
the Third International Congress on the invitation of organised 
bodies in the United States was, therefore, held in New York in 
September 1929. 

Before leaving London to take part in that Congress, Lord 
Blender (then Sir William Blender, Bt.), and the other delegates 
of the Institute of Chartered Accountants in England and Wales, 
were instructed by the Council of the Institute that if a general desire 
was^manifested that the next International Congress should be held 
in .Great Britain, such a suggestion would receive the most cordial 
sympathy and support of the Institute. 

The delegates of the Society of Incorporated Accountants and 
Auditors and of the Scottish and Irish Institutes of Chartered 
Accountants assured Lord Blender of the cordial support of their 
respective bodies. This message f^ord Blender communicated to a 
Sessional Meeting in New York and it was received with acclamation. 
He concluded his speech with the words : '' While there will not be 
undue haste in convening that Congress, there will not be, I assure 
you, undue delay.'' 

Such was the origin of the Fourth International Congress on 
Accounting, which entered its initial stage at a meeting of repre- 
sentatives of the Chartered Institutes and Societies of Great Britain 
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and Ireland and of the Society of Incorporated Accountanjs *and 
Auditors, held at the Institute of Chartered Accountants, Moorgate 
Place, E-ondon, E.C.2, gn Thursday, the 3*oth April* 1931. It was 
then resolved that the Congress be held iq, London during the 
month of July 1933, and thad invitations be extended to the London 
Association of Accountants and the Corporation of Accountants tfi 
assist in acting as hosts. The c«mpositioii of tlfe Executive Com- 
mittee was fixed, the Secretariat appointed, and the principles of 
« 

finance and organisation arranged. 

It was decided to limit the aumber of Papers to twelve, and thjit 
they should be printed in English only ; it was further determined 
that they should not be read at the Sessions, but circulated in ad- 
vance and introduced briefly by the authors, thus allowing ample 
time for discussion by delegates and visitors from abroad, as well as 
by members of the Sponsoring Bodies. French and German inter- 
preters were present at the Sessions and arrangements were made 
that someone should always be in attendance in the Secretariat 
office who understood those languages. The Committee venture to 
express the hope, indeed the conviction, that the foreign visitors 
found adequate opportunities of self-expression, and that no in- 
convenience was caused through the limitation of the languages 
spoken. 

Forty-nine Societies accepted invitations to the Congfess, 
appointing 90 delegates, and in addition 79 visitors from abroad 
attended. Many of the delegates and visitors were accompanied by 
their wives. In all, 22 countries were represented.* Many of the 
foreign visitors extended their stay in Great Britain by visits to 
Scotland and Ireland, accounts of which will be found recorded in 
this book. 

The headquarters of the Congress were at Grosvenor House, Park 
Lane, London, W.i. The Address of Welcome, the Reception, the 
Ball and all the Congress Sessions took place in the Skating Rink. 
An office was opened in the Mount Suite on loth July, and the 
Ballroom was used each day for the entertainment at luncheon of 
delegates, visitors and their wives. 

The Executive Committee wish to thank most sincerely all those 
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whq, c»)-operated in the work of the Congress, particularly those 
friend^ from abroad who read papers, opened and took part in the 
discussions, and acted as Chairmen and Honorary Chaintnen at 
Sessional Meetings. Their thanks, are also cordially extended to all 
other overseas visitors who attended the Congress, as well as to those 
mefhbers of the Institutes and Societies g.t home, who by their 
interest and help made the Congress so great a success. 

THE EXECUTIVE COMMITTEE, 
Plunder, President. 

James Martin, Vice-President. 
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MONDAY, 17th JULY, 1933 

SERVICE IN WESTMINSTER ABBEY 

The proceedings of the Congress were opened by a service in West- 
minster Abbey, for which the Dean of Westminster, the Very Rev. W. 
Foxley Norris, C.V.O., kindly gave his permission. The Dean officiated 
at the service, and His Grace the Archbishop of York preached the sermon. 

Provision was made for the attendance of over a thousand people at the 
service, and about two hundred tickets were issued to foreign visitors. 
The service ended at 11.45 and parties of foreign visitors were then 
escorted over the Abbey by official guides. 

(For the Order of Service see Appendix A.) 

The Archbishop took as his text the words Seek ye first the Kingdom 
of God and his righteousness '' — or his justice — “ and all these things 
shall be added unto you.'' (Matthew 6, verse 33.) The words “ these 
things," said the Archbishop, referred to what we shall eat " and 
" what we shall drink " and wherewithal we shall be clothed." In other 
words, the distribution of economic goods would come right when men 
sought first the Kingdom of God and His justice. 

How insistently history taught us that lesson ; and how continuously 
mankinidisregarded it 1 We liked to take to ourselves what was some- 
times called the consolation of religion — to seek in it a comfort for our 
distress without trying to understand or to remove the causes of our 
distress. But the proclamation that God was love was not only an 
announcement of a truth which brought comfort to everyone whose heart 
was touched by the spirit of love, but was also and inevitably the pro- 
clamation of judgment upon ah policies or purposes which were dictated 
by motives at variance with love. For if God, the Supreme Reality, was 
love, then every policy and purpose which was governed by selfishness 
was based upon something at variance with ultimate reality, and was 
bound to end in calamity. So our Lord said that they who heard His 
sayings and followed them were like those who built upon a rock— the 
rock of fact— while those who heard them and foUowed them not, built 
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their house indeed, the house in which they sought for these consolations 
of religion, but when the time of stress came the house would fall because 
it was not based upon fact, which alone supplied firm foundation. 

This "thought of the working of the Divine judgment upon all that was 
contrary to the Divine will was very prominentrin the Gospel. Our Lord 
wrapped up what He had to say concerning His own judgment of the 
world with what he foresaw to be an imminent event in the experience 
of the disciples — the fall of Jerusalem. It fell because it could not rise to 
the height of its spiritual opportunity ; it did not know the time of its 
visitation. 

It was not, of course, that Christ, when foretelling the destruction of 
Jerusalem, turned in petulant ifiitation upon the city which had offended 
Him by refusing to receive Him and do Him honour ; it was that he knew 
that the cause of its failure to receive Him was the cause which inevitably 
would bring upon it the punishing armies of Imperial Rome. In their 
ambitious worldly nationalism they would become a nuisance to that 
power which was not tolerant of nuisances, and the blindness which led 
them to reject Him and His gospel would be the cause of their fall. When 
Jerusalem fell the Son of Man came into power and later when the Roman 
Empire fell — largely, at least, because it was based in those latter days 
upon vast organisations of slave labour, which was a denial of the prin- 
ciples of the gospel — the Son of Man came in His power. And when the 
medieval world broke up, because the Church itself had become infected 
with worldliness, the Son of Man came in His power. Again, when Europe 
went over the brink into ruin in 1914, because its self-centred nationalism 
left no room for an adequate consideration of the common good among ail 
peoples, the Son of Man came in His power. So through history H^^sserted 
the supremacy of love by the judgment which all purposes and policies 
alien from love brought upon themselves. 

The writer of the great book with which the Bible closed beheld ail 
history as it were set out in a single panorama, and its leading principles 
were two : the principle of self-centredness and pride, which used force 
as its instrument and was typified by the great wild beast, and the prin- 
ciple of love, which used sacrifice as its instrument and was typified by 
the Lamb as it had been slain. Over and over again men had built upon 
the basis of self and pride, by means of force, the civilisation whose name 
in that book was Babylon the Great ; and every time it came tumbling 
down because it rested on a foundation that was not the rule of God. 
But ever before men's eyes was the vision of that civilisation which 
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could be the Holy City, which came, when and in whatsoever degree it 
came, always from one source — out of Heaven, from God. 

In the history of our world these two were ever mingled with each 
other. There was much about the ordering of our life which showed that 
in part it was based upon self and pride and acquisitiveness, with the 
force that these must exercise to gain their ends. But there was also much 
— and, broadly speaking, in every century there^was more — ^which showed 
that it also rested upon the desire for mutual service and a realisation 
thal^the good of the part could only be found in the welfare of the whole ; 
and progress consisted in the increasing predominance of this ‘principle 
over the other. 

When we turned to apply such thoughts to the routine of our material 
and economic life, two things above aU were seen to be involved as neces- 
sary. The first was obedience to God and the realisation of dependence 
upon Him, and the second was mutual trust among those who conducted 
the world’s affairs, in little things and in great. 

But trust and trustworthiness went hand in hand. It was not true 
simply that one of them created the other, but that each created the other. 
When a person was trusted, he did not like to betray that trust, and so 
found an added motive to be trustworthy. And when a person was trust- 
worthy he encouraged others to trust him — for the first time if they had 
not yet done it, in greater measure if they had. Trust and trustworthiness 
developed one another in the world, and those who were gathered in the 
Abbey that morning were, in a quite peculiar degree, the custodians of 
that sacred principle of trustworthiness and trust. 

Upon their profession, and the conduct of its responsibilities by its 
member??? must very largely depend the basis of mutual confidence which 
was the first conation of returning or abiding prosperity. It was because 
they knew that full well that they had come to the Abbey, in order that 
in the course of their deliberations, and at their very outset, they might 
remember that other great factor which was the primary necessity of 
man’s welfare — the sense of dependence upon God for guidance and for 
power. Surely the very holding of that Service was of good augury, not 
only for their Conference but for the future of the world. For they, upon 
whom so much depended in those various countries which they repre- 
sented, had come to seek the guidance of God and to confess their de- 
pendence upon Him in their work of maintaining among those who con- 
ducted the world’s business mutual confidence and trust. 

Upon such a purpose they knew that the Divine Blessing fully rested. 
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With the sense of such a consecration about them they would proceed to 
their deliberations with the confidence that they could claim Clod's 
guidance. And those who watched would try to pray with them and for 
them, that through them something more might be done to bring mankind 
to lay aside the dreams of acquisitiveness and to seek first God's Kingdom 
and His justice. 

OPENING SESSION 
Presidential Address 

An audience of some seven hundred people assembled in the Skating 
Rink, Grosvenor House. 

The President, who was warmly received, said : My Lord, ladies and 
gentlemen, before I formally open the proceedings Mr. Colville has some 
messages of goodwill to read to you and some announcements to make. 

The Secretary : The first telegram I have is from Egyetemet Vegzett 
Revizorok Orszagos Egyesulete (Hungary) and reads as follows : 

Sorry to be absent. Wish successful work." 

From Calcutta: Society of Chartered Accountants in India 
sends greetings to the Fourth International Congress on Accounting 
and wishes them success in their deliberations." 

“ Dear Sir, I am sending you my best wishes for the fruitful residts 
of the debates the purpose of which is to solve the problem of regu- 
lating and controlling the economical life of industry — Antoni Szyller, 
President of the Association of Experts of Accounting and Account- 
ants in the Polish Republic." 

“ New Zealand Society of Accountants sends greetings to delegates 
and wishes the Congress a profitable and enjoyable session^^eorge 
Reid, President." 

'' Regret prevented from attending Congress, best wishes — ^Doctor 
Schourp (Essen)." 

'' Cordial greetings and aU good wishes for wholly successful Con- 
gress — ^American Institute of Accountants." 

The Association of Accountants and Auditors in Ontario extends 
cordial greetings, and best wishes for a successful Conference — S. W. 
Eakins, President." 

“ Regret detention owing important professional engagement and 
offer fraternal greetings from Indian Accountancy Profession— 
Sodhbans, Editor Indian Accountant." 

“ To Lord Plender with best wishes for a successful Congress — 
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Glover and Couchman send kind personal regards to yon and other 
friends and regret keenly their inability to be present/' 

From Deloitte, Johannesburg : “ Heartiest good wishes for success 
of Conference." 

The President: My Lord, ladies and gentlemen, twenty-nine 
years have passed since the first International Congress on Accounting 
was held in St. Louis, United States of Ameripa. A period of 22 years 
elapsed before the second Congress took place in Amsterdam in 1926 and 
this^was followed three years later in 1929 when the third Congress was 
held in New York. After four years the Congress now meets in the capital 
City of the British Empire, and it affords the members of the profession in 
Great Britain and Ireland an opportunity — ^which we warmly welcome — 
of renewing friendships and making new friends with our professional 
brethren from overseas. (Applause.) We recall with great pleasure the 
courtesy and hospitality extended to us at previous Congresses ; we are 
appreciative of the acceptance of our invitations by so many delegates 
from abroad, and it is our earnest hope that this Congress may strengthen 
the cordial relations which exist between the organised bodies of practising 
accountants throughout the world. (Hear, hear.) 

The number of appointed delegates and the members of accounting 
bodies attending each of the Congresses and the size and contents of the 
volumes which record the proceedings demonstrate the interest of the 
accountancy profession in such gatherings. The volume of the St. Louis 
Congress contains 220 pages, that of Amsterdam 850 pages and the New 
York volume 1,376 pages. Whilst it may be found that the book which 
will be published as a record of the proceedings at this Congress wih not 
compet«n size with the last two volumes, yet it may be not less helpful, 
as the subjects selected for addresses and discussions cover a comprehen- 
sive field. It may be said that some of the addresses are of special interest 
to the profession in this country, but we believe they will also prove to be 
of real value to those present from other countries. We have been fortunate 
in securing the co-operation of eminent accountants both in Great Britain 
and from abroad in uniting to give us the benefit of their views on the 
subjects selected, and there will be, I hope, ample opportunity for useful 
discussion. The period available for the Congress did not permit of any 
enlargement of the business programme without curtailing the time which 
should be devoted to the consideration of the papers and at the same time 
give some reasonable relaxation by way of visits to places of historic 
interest. 
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It would be inappropriate for me in this address of welcome to antici- 
pate the proceedings of the Congress ; but it may not be out of place if at 
this stage I address to you, inter alia, a few general observations upon 
certain ethical principles and aspects of professional duties and obligations 
which should have universal application. 

Accounting as an organised profession is of comparatively recent 
growth and originated in Great Britain. Yet within a few decades it has 
increasingly established itself throughout the world in the estimation and 
confidence of governmental departments and municipalities and pyblic 
authorities and of the business community and the investing public. 

We owe much to the wisdom and foresight of the pioneers of the profes- 
sion who founded it upon a code of ethics adherence to which has in no 
small measure contributed to the position we occupy to-day, and it is well 
on an occasion like this that we should pay a tribute to their memor}^ 
(Applause.) 

Mutual esteem and respect between our members must be based, not 
only upon the professional ability we show and the reputation we enjoy 
individually, but also upon the maintenance, under the aegis of our re- 
spective organisations, of a high standard of professional rectitude. The 
vast public whom we serve as clients form their judgment of the profes- 
sional status of accountants from their contact with our members, and it 
is the character of the individual members which alone can uphold the 
traditions and prestige of the bodies to which we each belong. It is the 
province of our respective organisations by whatever name they may be 
called, to preserve by examinations a high level of professional knowledge 
and training essential to secure admission to membership, and also to 
ensure, as far as disciplinary action can do, that no member by Im acts or 
omissions shall escape the consequences of conduct which would bring 
him, and through him the profession, into disrepute. (Applause.) 

But apart from these fundamental duties which devolve upon those 
members who constitute the executives of our respective organisations, it 
should be the personal obligation and privilege of all practising account- 
ants to initiate and encourage frequent intercourse with one another for 
discussion and exchange of views as a means of increasing our own useful- 
ness, of enhancing the reputation of the bodies to which we belong, and of 
making the profession as a whole more helpful to the community. And 
particularly do such personal contacts foster the spirit of right conduct 
between practising accountants themselves. 

Unofficial committees or panels having no official connection with the 
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governing bodies, exist in various important business centres or districts. 
Any' practising accountant who finds himself in a position of doubt or 
difficulty concerning a professional matter can consult confidentially the 
members of such a committee who are frequently in a position to give 
him most helpful advice. The value of such advice, especially to a young 
accountant whose experience is necessarily limited, can well be appreciated. 

The accountancy problems to be considered the Congress cover a wide 
area, and the apphcation of the principles involved is in many respects 
int^ational. But it must be remembered that the laws of countries 
differ in regard to the books of account to be kept ; judicial dicta vary as 
to the responsibihty of directors and of auditors respectively ; form or 
architecture in the compilation of balS-nce sheets and profit and loss 
accounts differs ; the functions of auditors and the scope of their duties do 
not always bear a resemblance in countries with different conceptions of 
what is required of auditors, and to expect international uniformity in all 
these respects is impracticable. Notwithstanding these differing condi- 
tions, there would, I think, be agreement that the goal of attainment 
ever3where lies in clearly stating material facts in balance sheets and profit 
and loss accounts, and the subject will be fully ventilated at the Congress. 

Another matter of international interest is that of holding companies, 
and the treatment of profits and losses of subsidiary companies. The rapid 
growth in comparatively recent years of this movement, particularly in this 
country and in the United States of America, gives rise to accounting 
problems and principles of great importance, and they will form during 
the Congress a subject of fruitful deliberation. There are other papers 
relating to exchange fluctuations, depreciation and obsolescence, finance, 
public Mility undertakings, &c., that also have international characteris- 
tics. We hope that all the papers will provoke the comments of delegates 
and visitors, anc? lead by mutual exchange of views to clear understanding 
and a considerable measure of accord in the fundamental principles to be 
followed in the treatment and preparation of accounts. But no resolutions 
will be submitted to the Congress affirming any particular views as re- 
commendations for the profession as a whole. 

I have alluded to the benefits available to members of the accountancy 
profession in this country in being able to consult imofficial committees in 
regard to professional matters, and I have also referred to the benefits 
which we all hope to obtain at and from this Congress by the exchange of 
experience and views and by a study of the valuable papers which are to 
be submitted. These considerations lead me to wonder whether any means 
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could be devised of pooling knowledge of the practice which obtains in 
various countries where accountancy has become organised. It may be 
said that subjects of international interest have already been dealt with 
very fully in addresses and books which are available to the diligent seeker. 
But they are widely scattered and are not accessijDle to accountants in all 
countries, and not too readily found even in the country of their origin. 
What is wanted is to bripg together in concise and clear form essential 
material information concerning the relevant law and accountancy prac- 
tice in each country as affecting matters of common interest to the profes- 
sion throughout the world and to keep such information refused to 
date so that it embodies new legislation, recent decisions of the Courts and 
the latest experience. Volumes So compiled would form a compendium^of 
universal interest and be of great value to practitioners in each country. 

Our profession grows in importance year by year. In the complexities 
of modern business there are hardly any directions in which our experience 
and advice may not be of value in connection with financial policy, the 
form and presentation of accounts, or in relation to effective methods of 
record, control and organisation. Government departments constantly 
seek our advice and assistance on matters with which we are specially 
qualified to deal. Investors are influenced by our certificates in prospec- 
tuses offering securities for subscription. Shareholders in public companies 
look to us to watch their interests as far as it is within our power to do so. 
We are not guarantors or insurers in connection with accounts which we 
examine and report upon and we are not infallible ; but if we are honest 
with ourselves and not afraid of expressing our opinions after careful and 
thorough inquiry, and with sound and well-balanced judgment, we shall 
serve our clients faithfully and maintain the prestige of our pji^fession. 
(Applause.) And whilst the discovery and proper statement of facts should 
be our aim, we cannot neglect vision in our outlook and*^service. 

As national prosperity increases — ^which is in no small measure affected 
by international trade— so does accountancy flourish. Any influences 
which contract business are not to our advantage, and we in common with 
all sections of the community earnestly desire to see a restoration of 
healthy and sustained activity in commercial and industrial enterprise. 
(Hear, hear.) But the people of all nations are suffering from high taxa- 
tion, and as a consequence, industry is crippled and developments re- 
tarded ; budgets are unbalanced ; free interchange of commodities is 
impeded by high tariff barriers ; unstable exchanges make trading between 
many countries almost impossible; government subsidies to support 
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commercial ventures that compete internationally give unfair advantages to 
those so assisted, and anything approaching uniformity in world policy on 
these and other cognate questions seems at present incapable of attain- 
ment. Extreme nationalism which is the equivalent of isolation* does not 
help the world in the crisis which confronts it, and it may be found that 
such a policy will not prove to be of ultimate good to the nations adopting 
it (Applause.) Still there is no reason to d^pair. Though difficulties, 
which are common to all nations, do not seem capable of solution by one 
gre^t effort, yet arrangements made between groups of nations for their 
mutual advantage may pave the way to something more compirehensive. 

There are some Congresses or Conferences which do not in achievement 
fulfil the expectations of their convener?. That will not be the fate of this 
Congress ; we shall gather wisdom from the past, learn new truths from 
the present, discuss principles which are universal in their application, 
and with hope press forward — always striving, seeking and finding. 

On behalf of the sponsoring bodies who are your hosts, I express, in 
conclusion, the hope and belief that when this Congress is over you will 
carry to your homes in far off lands the happiest recollections and the 
good wishes of your many friends here. (Loud applause.) 

The Vice-President : My Lord President, my Lord, ladies and 
gentlemen, I feel sure that your Executive Committee will accurately 
interpret your wishes when through me they call upon representative 
delegates of each of the overseas countries to address you for a brief period. 
I have on my list the names of 17 countries, and I wiU now ask repre- 
sentatives of each of those countries to come on to the platform and briefly 
to respond to the Address of Welcome which has been delivered by our 
Presicfcit, Lord Plender. The first country on my list is Africa. I have 
met one of the jielegates but, unfortunately, he told me that he was not 
going to speak, so I will now ask a delegate whose name is not on the list 
to come to the platform and respond on behalf of Africa — Mr. J. G. Carter, 
A.C.A., F.S.A.A., of Johannesburg. 

Mr. J. G. Carter (Johannesburg) : My Lord, ladies and gentlemen, I 
am not an official delegate from Africa ; I am a humble representative 
from the southern portion of that Continent. Coming from there I would 
like to express my great appreciation of the remarks which Lord Plender 
has made this afternoon. I think that those remarks give us great food for 
thought and that the papers, and the discussions which are going to take 
place during the next few days, will enable us to give expression to it. One 
thing has struck me very much, and that is the admirable way in which 
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the preparations for this Congress have been made. I think that those 
responsible for the arrangements are very much to be congratulated, and 
in view of what we have seen and what has happened already I look for- 
ward with great pleasure io the further proceedings of the week, not only 
:o the serious business of the Congress but to the^entertainment which is 
to be so lavishly provided. In view of the long list of gentlemen who have 
to reply I will simply thank Lord Plender for his address and leave it to 
somebody else to say more. 

Herr Dr. W. Voss (Germany) : My Lord President, on behalf of the 
German Institute of Wirtschaftspriifer and of other general organisations 
of accountants, I have the honour to bring you our best wishes and our 
cordial congratulations for this Congress. We all know that the standing 
of the profession in Great Britain is very, very high indeed, and the fact 
that this Congress is organised by the British Accountants is 
the best guarantee for its good progress. I would not like to 
take up too much of your time, therefore I shall express only one 
more wish. As accountants we have to deal not only with accounts and 
figures but with what is behind those figures — I mean the economic life — 
and as auditors we know not only the theoretical but the practical 
difficulties of that life. I think that we, as practising auditors, on many 
occasions see more than we like to see of the illness of that economic life 
in these days. I am sure that you will agree that it is our duty as practising 
accountants, and especially as auditors, to do our best for the reconstruc- 
tion of that economic life all over the world. That this Congress may be 
a great step forward towards that goal is our wish and our hope. I thank 
you very much. (Applause.) 

Mr. John F. Forbes, C.P.A. (United States of America!,: Lord 
Plender, delegates and visitors, I am desired by the members of the 
American Institute of Accountants, the American Society of Certified 
Public Accountants, and the American Association of University Instruc- 
tors in Accounting, the National Association of Cost Accountants, and 
the several State and Territoriai Societies to whom invitations have been 
sent to attend the Congress, to extend their greetings to the officers and 
delegates of the Fourth International Congress on Accounting, and to 
express some measure of their feeling of obligation to those who have 
assumed the very great and onerous responsibility of organising and 
assembling this Congress. Members regret that time and distance, as 
well as some even more insuperable causes, have made the number of 
their delegates smaller than they would desire, but I may assure you that 
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the proceedings of the Congress will be reviewed by them with every 
interest. 

Members of these organisations wish the Congress every measure of 
success. Thank you ! • • 

The Vice-Presideni^ : Ladies and gentlemen, there is another gap, 
due to the modesty of the nations which compose the British Empire. 
We have no delegate on our list from Australi^. Would someone kindly 
respond to Lord Plender’s welcome on behalf of Australia ? 

Mji. Will Appleton, F.R.A.N.Z. (New Zealand) : Lord Plender, 
ladies and gentlemen, I do not happen to come from Australia, ^though 
I have business interests there. I come from a little country called New 
Zealand, and with my fellow delegates from other parts of the world I 
wish first of all to thank the sponsors for the way in which they have wel- 
comed us to Great Britain. It is always a great pleasure, of course, for a 
New Zealander to come home — ^because to us this is home — but I am 
doubly honoured at this Congress to be able to speak on behalf of Australia. 
We are a small Dominion. Australia is a vast continent. In regard to ac- 
countancy, Australia has made great progress during the last 20 or 30 
years. In the first place, we were fortunate in having many members of 
the Chartered Institute and other accountancy organisations in England 
who started various bodies in the Commonwealth. During the last few 
years they have got a Charter, and the accountants of Australia to-day are 
practically one united body. New Zealand has been more fortunate still, 
inasmuch as we have the New Zealand Society of Accountants, which was 
successful in getting an Act of Parliament passed, and in New Zealand we 
have to-day one united body of accountants for the whole Dominion. 
(Applaue«.) We have a membership of roughly 2,000. Some of the older 
bodies, the Institute and the Auditors' Association, are still in existence, 
but merely with the idea of seeing that the baby makes proper progress. 
(Laughter.) The baby has now been in existence for over 20 years, so it has 
become a very live infant. I will not detain you now ; I am very, very glad 
to be here to represent both Australia and New Zealand, and I wish to 
thank you most sincerely on behalf of those two countries. I am sure that 
this Conference will be even a greater success than the previous ones, and I 
and my colleagues hope to have some opportunity of meeting other 
members from various parts of the world. After all, it is not so much the 
fact of meeting here ; we must remember that a Congress of this kind is 
going to have its effect the world over. We in New Zealand are intensely 
interested in what is going to happen at this Congress and I know that 
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accountants in other parts of the world are equally interested. I thank 
you. 

Herr Kammerrat Spohn (Austria) : My Lord President, ladies and 
gentlemen^ as the repreeentative of the Austrian Accountants I have 
the honour of attending this Congress and I &Pst of ail thank you for 
your kind invitation. I am charged to bring you the greetings of your 
Austrian colleagues and -yhieir best wishes for the success of the Congress. 
If I am allowed to comment upon the position of the accountants in Austria 
I must state, first of all, that the system of controlling is, on the v^ole, 
theoretically and practically perfectly up to date ; the vocation itself, 
however, is not yet legally settled, and this in spite of our endeavouring 
for years to attain this aim. Tlfe Gremium der Buchsach verst andigen in 
the name of which I am appearing here, can be regarded as representing 
the idea of auditing in Austria. In the year 1904, at the time of the founda- 
tion of our Gremium, there was no accountant in Austria who had taken 
up this profession for a living ; there were only accountants attached to 
the law courts ; the private undertakings used bank clerks or other book- 
keepers who spent their free time auditing. To-day the number of the 
accountants in Austria amounts almost to 1,000, of which nearly one- 
third regard this profession as their main one. The conditions in England, 
the classic country of accounting, always served as a model to our 
Gremium, which wholly adopted the organisation of the Institute of 
Chartered Accountants. From this, as from all international Congresses 
we expect, besides becoming mutually acquainted, that our profession, 
which is so important for the welfare and prosperity of all states, should 
gain the due consideration of the public and the competent Government 
Departments. Once more I express my best wishes for the suawsss of the 
session of the Congress in 1933. 

Mr. John Hyde, F.S.A.A., C.A. (Montreal) : My Lord, ladies and 
gentlemen, I have to thank my colleague, the official representative for 
the whole of Canada, for giving me the honour of addressing you to-day. 
Probably he has recognised that my grey hairs represent one of the bodies 
of Canadian Accountants — ^that is the Society of Chartered Accountants 
of the Province of Quebec— which I think is the third oldest professional 
accountancy body in the British Empire. 

Sir, on behalf of Canada, I have to thank you for the address which you 
have given us to-day. Certainly, in opening this Congress, you have 
placed before us a programme which it will take the best of us to follow 
through. (Hear, hear and laughter.) I regard this Congress as one that is 
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going to be of great value to every professional accountant throughout the 
world. I thank you. 

Herr. J. P. Strobel (Denmark) : Mr. President, ladies and gentlemen, 
on behalf of the Association of State-Authorise 4 Auditors in Danmark 
I have the honour and pleasure to bring a greeting and hearty thanks to 
our English colleagues because they have been wiUing to take upon them- 
selves the great trouble which is connected with such a Conference as this. 
Denmark was one of the first countries where the arrangements of account- 
ancy conditions were taken up as a State problem. In Denmark it is 
necessary to go through a special education and experience, and take 
special examinations before appointment can be obtained. The appoint- 
ment is given by the Ministry of Commefce, and at the present time we 
have 152 of these State-Authorised Auditors practising in Denmark. 
According to the Danish law it gives the State-authorised auditors the 
authority to declare the correctness and validity of any accounting 
matters, legal proceedings, &c., before the Court. Some of the Danish laws, 
for example the Companies Act and Banking Law, contain decisions that 
State-authorised auditors must be employed, and others, for example the 
bankruptcy law, that these auditors shall have preference. During the 
preparation of the very first arrangements for the accountancy authority 
in Denmark, the English accountancy conditions were used as prototype. 
We have also continually had the English accountancy authority in view 
during the further development of the Danish accountancy, both in re- 
spect to examination demands as well as the purely practical conditions. 
The fact that the Danish State-authorised auditors have been able to fulfil 
those demands which not only the Danish authorities but also the business 
life in th^ourseof time have made upon them, is, in my opinion, consider- 
ably due to the fact that we have taken the development and the condi- 
tions in England as our model and that we also had in view the making of 
similar demands concerning our examinations as are demanded by the 
very severe English accountancy examinations. It has therefore been a 
great pleasure for my Danish colleagues here and myself to be able to 
accept the invitation of our English colleagues to this Congress, which we 
have looked forward to with great interest and anticipation. The excellent 
manner in which the Congress has been arranged, together with the very 
interesting subjects which have been taken for discussion and treatment 
at the Congress, have exceeded our most sanguine expectations, and we 
feel convinced that not alone we Danish accountants will obtain great 
professional benefit from this Congress but that it will also be a great step 
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forward towards enhancing internationally the competency and reputa- 
tion of the practitioners in the business of accountancy. 

Mons. M. Barbut (France), speaking in French, said : In the name 
of the Delegation Fran^^se d'Experts-Comptables who are participating 
in this International Congress of Accounting, I l^ve the honour and the 
pleasure to thank the President for the words of welcome which he has 
addressed to his foreign guests. We are very sensible of the welcome, full 
of cordiality and of good will, which has been shown to us in this country 
of Great Britain where men of our profession have been able, by their 
individual merit and their exemplary collective organisation, to take a 
place so enviable and legitimate in the economic world. This morning we 
had before our eyes, and it touched us to the bottom of our hearts, striking 
evidence of their very high prestige in the magnificent ceremony which we 
had the privilege of witnessing at Westminster Abbey where we bowed with 
emotion before your great men. 

We desire also to express to the organisers of this Congress and in particu- 
lar to its very distinguished Secretary, Mr. Colville, our recognition of the 
care and zeal which they have shown in its preparation, also our congratu- 
lations on the quality of the methodical programme which they have 
prepared and the choice of questions which are offered for our deliberation. 

We would also like to congratulate the authors of the substantial papers 
which will serve as a basis for our discussions. 

The questions appearing on our daily programmes are of such import- 
ance and extent that they include matter essential to out professional 
work. In order to examine them we will be able to utilise our usual instru- 
ments, which are analysis and criticism. May I be permitted to add that 
we will try unanimously to imitate the qualities of an English Prime 
Minister who was taken, unfortunately, all too soon from the serrice of his 
country, Mr. Bonar Law, who held that a good head anU clear ideas were 
most necessary to men for the success of their undertakings— a good head 
in the sense that our principal moralist of France, Michel de Montaigne, 
understood when he affirmed “ Mieux vaut t^te bien faite que tete pleine."' 

In conclusion, I formulate the wish which I have no doubt will be 
accomplished that this Congress of men who are met together to discover 
the truth and to express it always with loyalty will constitute a model of 
collaboration and of international discussion. The more we meet, the better 
we understand one another and the better we appreciate one another, 
Such has been our objective in accepting your gracious invitation 

Comm. Dott. A. Selvi (Italy) : Mr. President and colleagues, in the 
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name of the Honourable Mr. Baccarini, secretary of our National Fascist! 
Federation of Certified Accountants, and in the name of all our associated 
colleagues, I thank our Honourable President for his courteous invitation 
to participate in this important Congress, so well organised, and also for 
the cordial reception. ♦Although this Congress is purely technical in 
character we wish to express our fervent hope that at the re-opening of 
the World Economic Conference it may be possible to reach the solution 
desired by all and in the interest of all. This Congress, and all similar 
ones^ besides giving scope for interchange of ideas on purely professional 
subjects, theoretical and practical, should have also a most important 
complementary function — that is to give an opportunity to business men 
of all nations in their daily contact with one another and in this favour- 
able atmosphere to arrive at a reciprocal comprehension and understand- 
ing of the vital needs and interests of the nations here represented. In 
this way each individual on his return home may carry on the good work 
of propaganda in his own country. We of Italy have never more deeply 
than at the present time felt the importance of our profession inasmuch 
as in a corporate State each one is called upon to labour not for the indi- 
vidual but for the national interests and welfare. I will close this brief 
address with the fervid request to our fellow congressmen to agree 
that our next Congress should be held in Rome. I therefore hope to 
meet you all again in 1935 in my own country, where each one will have 
the opportunity to appreciate for himself the stimulating effect which 
the leadership of our Duce has had upon an entire people. (Applause.) 

Dr. K. Fujimoto (Japan) : My Lord President, ladies and gentlemen, 
allow me, as a delegate of the Japan Accounting Society, to express my 
hearty thinks for the kind invitation to the International Congress on 
Accounting. I am very glad to avail myself of this very good opportunity 
to make acquaintance with those noted leaders and experts on account- 
ing and other gentlemen in your Kingdom, as well as those persons visiting 
the Congress from different countries in the world. I thank you again 
for the kind invitation and I wish the Congress great success. 

Senor R. Casas- Alatriste (Mexico) : My Lord, ladies and gentlemen, 
the Mexican Institute of Accountants, over which I have the honour to 
preside, made all possible efforts to send a delegation to this Congress 
as it had done in regard to the third Congress in New York. That is a 
proof that Mexican accountants want to be entirely in contact with the 
elements of our profession and will take their share in the responsibilities 
of rebuilding the world. Although Mexico is a small country and so far 
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away, she has proved her interest in this Congress by the sending of this 
delegation, (Applause.) We are very much concerned that, owing to 
the business difficulties of the times, we have not been able to prepare 
a paper ‘regarding the developments of the profession in Mexico and the 
problems that the Mexican accountants are trying to solve, as are the 
accountants in all other countries, but I wish, in the name of Mexico, 
to express our deep sens^of gratitude to the accountants of the British 
Empire for this opportunity which has been afforded to us of meeting 
in Congress and I tender to you our best wishes and hope that^this 
Congress* will prove a success and will be a great help in the reorganisation 
of the economic conditions of the world. Thank you. 

Herr Christian Sommerschild (Norway) : My Lord President, on 
behalf of the Norwegian Associations of Accountants and Auditors who 
are represented at the Congress — ^that is to say the Accountants’ and 
Auditors’ Association of Bergen, the Association of Bourse Authorised 
Accountants and Auditors, Oslo, and the Norwegian Association of State 
Authorised Accountants — ^it devolves upon me to convey to the hosts of 
the Congress and to its leaders our humble and hearty greetings. From 
the earliest times of which we have historical record Norwegians have 
been a nation of seafarers. Our ancestors adventured in their open boats 
across the wide seas towards the west. In those days the Vikings were no 
welcome guests upon the coasts of Britain. During ail the centuries that 
have since passed away Norwegians have directed their gaze from their 
far-fiung coasts westwards towards the sea and the nearest land on the 
other side. From the days of the sailing ships, through the era of steam, 
right down to the latest development of the motor vessel, it has always 
been the sea that has bound our people to other lands and then%4irst and 
foremost, to that people, the British, to which in all our mental make-up 
we are most closely related. As in so many other fields of the spiritual 
and business life of our country it has also been in modern auditing — 
here, too, it has been the rich traditional development of the English 
auditing system that has given we Norwegian auditors impulses to imi- 
tative action and has provided the great model for what we have sought 
to build up in our country. It is therefore no idle word but a true 
expression of heartfelt feeling to say that it is with the greatest gratitude 
we have received and accepted the invitation to come here. We come 
with the certain assurance that the English auditors are the bearers of 
the highest standard in our profession, and now in our own days, which, 
in so many fields of activity and in so many countries, bear the stamp of 
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reactionary movements, will know how to uphold the individual freedom 
and the individual responsibility that belongs to the efficient exercise of 
the functions of our profession. With these words I greet the Congress 
on behalf of the Norwegians participating and* wish the Congress God- 
speed and success in their work. 

M. James Polak (Holland) : My Lord, ladies and gentlemen, in the 
name of the Nederlandsch Instituut van Accoufitants I will gladly make 
use of the opportunity given to us to say a few words at this opening 
session. The N.B.V.A., N.O.V.A., N.U.A.C. Gen. Acc. have commissioned 
me to speak also on their behalf. So I may address the Congress in the 
name of all Dutchmen present here and I may thank you for your invi- 
tation, which we have only too gladly accepted. Thank you for your 
very kind reception, and thank you, Mr. President, for your hearty 
words of welcome. I hope that the success of the Congress will be in 
accordance with the great trouble the sponsoring organisations have 
taken for the preparations. Personally I consider it a privilege to be 
delegated to bring this Congress this message of your Dutch colleagues. 
Having had the advantage of spending a part of my apprenticeship at 
a well-known London Accountant's office I succeeded — better than 
would be possible by the study of English literature — in getting acquainted 
with British methods of accounting and auditing, and — as a matter of 
consequence — in appreciating these methods. I noticed quite a quantity 
of differences as to the technical methods applied, but on the other hand 
I observed very much the same fundamental conceptions regarding 
professional principles, I found the same professional spirit of integrity, 
good faith and independent objectivity which, also in our country, is 
considerct? as the only reliable basis for our professional activity. That 
was in the first year of the Great War. Since then very much has 
changed in the world, and also in our profession. We have adopted 
other methods than we used to follow 20 years ago. I dare say so have 
the British accountants. New branches have been added to our activity, 
new problems are in want of solution. But the old spirit of objectivity 
is still prevailing and will prevail as long as accountancy forms a profession 
and wherever this profession has come to development. It is this general 
spirit which, as I see it, makes our profession by excellence fit for Inter- 
national Congresses. Our Dutch Institute has been advocating these 
Congresses long since : we took the initiative for the International 
Congress of 1926, we willingly collaborated at the next Congress, at New 
VnrV ii-nd romp to T. on don cnn amore to have our Dart in this 
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Congress. In my opinion this sequence of Congresses should ultimately 
lead to an international organisation of the profession. We should 
appreciate very much, Mr. President, if you would take the initiative at 
some time during this Songress to open the opportunity for discussions 
on this point between the delegates of the national organisations which 
are represented here. I want to finish with the announcement that in 
September next our Dut^h Institute will have its yearly National Confer- 
ence. Although our language may cause certain difficulties I am con- 
vinced that the subjects will be of interest also for our foreign colle^ues. 
We should be very pleased if some delegates of our present hosts would do 
us the favour of visiting us and I may extend my invitation to all members 
of this Congress, who will all be very welcome. 

Mons. S. Wojciechowski (Poland) : Lord Plender, ladies and gentle- 
men, I have the honour to welcome this International Congress in the name 
of our Association of Accountants' Experts in the Polish Republic, whose 
delegate I have the pleasure to be. I am very glad to have the opportu- 
nity to attend this Congress, on account of the great use that may be 
brought to our country by the information I obtain on various important 
questions which have to be discussed here and which are always of great 
interest to all of us. My joy at being able to attend this Congress is the 
greater as I am the representative of the Association of Accountants from 
Poland, from the country that, in spite of her high culture of many 
centuries, was dismembered and endured a long and hard oppression, 
from which, to-day, she arises as a new State and is obliged to learn many 
things anew and avail herself of the knowledge and experience of those 
countries which, being in more fortunate conditions, were able to develop 
freely their life and reach the heights of knowledge. I rejoiee that the 
accountants, consolidated in all countries, unite their efforts in the work 
for the benefit not only of their own lands but also for that of all humanity 
in the world. That is why, in the name of the accountants represented 
by me in Poland, I wish to express here my best wishes for the fruitful 
work of the Congress. At the same time I render homage to the repre- 
sentatives of England for having convoked this Congress in their great 
and imposing capital. 

The Vice-President : I understand the Roumanian delegate is the 
late Labour Minister of Roumania. I have been asked to mention that, 
although we are not discussing labour questions here. 

Mons. le Prof. G. L. Trancu Iasy (Roumania) : Mr. President, ladies 
and gentlemen, our Congress, coming after the World Economic Confer- 
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ence, is of the greatest importance. I do not know whether in other 
countries it is so, but in our country the profession of the accoimtant has 
always been bound up with those who have assumed the role of economic 
leaders. I give all my praise to the theoretic capacity of economists. 
No other branch of human activity, however, makes possible such a 
profound knowledge of an undertaking and its management as that of 
the accountant. And what does the economic: welfare of a country 
mean, if not the entire economic welfare of commercial, financial and 
indusjfial entities and the welfare of the family budget ? From this 
point of view our profession has been left in the background, and T do not 
know if the rather unsatisfactory results obtained at Conferences in which 
only economists participate, without profound connections with practical 
life, are not due also to a certain extent to this fact. This is why, on 
behalf of the whole body of accountant experts and accountants of 
Roumania, as well as on behalf of the Academy of Higher Commercial 
and Industrial Studies, I greet, in this assembly, the dawn of a new era 
in which the real life of the people will be taken into consideration. Due 
to the fact that by my political activity, though starting as a little bank 
accountant, I have succeeded in establishing the Ministry of Labour in 
Greater Roumania, I have been able to create a powerful organisation 
for our profession, which numbers 12,000 members. An Act of 1921 
established the exercise of our profession and protects its rights. We 
work hard for the creation of the role which must conduct economic life 
both in private and in State undertakings. This present Congress is 
fixed in time and in space, so that it will make a decisive contribution 
in this direction. In time, because in the midst of this economic break- 
down the “Accountant will show the world that the laws of debit and 
credit are immutable ; in space, because it is from this Kingdom that 
many great lessons have come to us for the salvation of mankind. I 
have only to quote the pioneers of Rochdale in order to prove this point. 
Just as these modest workers have shown humanity a new way to be 
followed so allow me to consider you as the pioneers who will fight, and 
keep on weaving the threads of practical life, obtained by experience, 
with those of economic theories, which, isolated, have shown how un- 
substantial they are. In this belief, the representatives of Greater 
Roumania, a country of material and spiritual wealth, unfortunately 
little or badly known, wish to play their part in the realisation of the 
work which you are called upon to do. I am an optimist. In the 
schools of William James and of Emerson I have found sources of energy 
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and courage. These are among the chief things which we need in the 
midst of this breakdown. Beyond the frontiers, beyond the customs 
barriers and currency wars, human suffering binds the nations together. 
Energy ! Courage ! 

Prof. 0. Sillen (Sweden) : My Lord President, it might be contended 
that every country has the kind and the standard of accountants which 
it deserves. If this is tn»e, then it is also true that Great Britain must have 
very high merits indeed. Based on an unbroken development, a glorious 
development of nearly 8o years, the Scotch, the English and th^ Irish 
associations of accountants can now state with pride that the reputation 
of British accountants could not be better all over the world. 

On this occasion, the Swedish Association of Authorised Public Ac- 
countants wishes to express, through me, its admiration of the splendid 
organisation of British professional accountancy. The number of Swedish 
authorised accountants is not very high ; of course, if we counted all 
the accountants in Sweden I could go up to several thousands, but the 
number of authorised accountants is only 70. We hold that the number 
does not mean so much as the quality, and the qualifications for authorisa- 
tion in Sweden are comparatively severe, comprising, besides a consider- 
able amount of practical experience, the possession with distinction of a 
special University degree, requiring at least two years of study. 

Ladies and gentlemen, if a person who was invited into a family for 
the first time should teU the host that the invitation had not come a day 
too soon, then I think he would probably be considered not to be very 
well brought up. (Laughter.) Of course, I do not say anything like that, 
but I wish to say that the Swedish delegates here present, nine in number, 
have been looking forward with eagerness for several years %o an invita- 
tion to Great Britain for an International Congress and we are very happy 
indeed to stand on the classical ground of professional accountancy. We 
wish to thank the Executive Committee for the splendid work that they 
have already done, and we feel convinced that, in view of that extra- 
ordinary work and also of the interesting programme before us, this 
Congress is bound to be a success. (Applause.) 

(The following Address was handed in on behalf of Czechoslovakia.) 

Monsieur Ing. J. FukAtko (Czechoslovakia) : My Lord President, 
ladies and gentlemen, Notre quatrieme Congres International a lieu dans 
un pays qui sut mener Tidde de Vdccountwncy au plus beau epanouissement 
et qui, par le niveau hautement perfectionne caract^ristique et profes- 
sionnel dans cette matiere, est pour nos autres pays moins favorises un 
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brillant exemple et le soutien de nos efforts. Le fait que nous autres 
experts comptables, venant de tons les coins du monde entier, nous nous 
reunissons deja pour la troisieme fois dans le courant de presque 8 ans 
pour discuter dans Tesprit de la collaboration* cordiale les qu&tions 
professionnelles, et poui^ affermir notre solidarity intemationale, est 
certainement un evenement, qui surtout au temps actual de Tautarchie 
economique merite bien d'etre signale. I am bririging the heartiest greet- 
ings and best wishes for full success of the Congress from a country that 
is situated in the geographical heart of Continental Europe and on behalf 
of three bodies of expert auditors in Czechoslovakia and on behalf of the 
College of Business Administration in Prague which I have the honour of 
representing. I do so with particular pleasure for I can offer my greetings 
in the capital of a coimtry to which my nation is very indebted for its 
unseffish and generous aid in its struggle for independence during the 
Great War. We also extend our sincere thanks to the sponsors of the 
present Congress who shrank from no sacrifices in order to enable us to 
carry on the international co-operation that had been so promisingly 
initiated at the preceding Congresses. I feel sure that the successful course 
of the present Congress will at least partly repay the sponsors for the 
untiring efforts which they displayed for the success of the Congress. 

The President : Ladies and gentlemen, we are very grateful for the 
acknowledgments which our friends from abroad have paid us in respect 
of the arrangements we have made for their educational benefit — ^may we 
say, for an exchange of professional views — (hear, hear, and laughter) — 
also, I hope, for a liberal display of our hospitality. We meet tomorrow 
morning at 10 o'clock to resume the business part of the Congress, but 
at 9 o'clock^onight we shall hope to see you here prepared to spend with 
us two or three hours of great enjoyment. (Applause.) 

(The session then terminated.) 

MONDAY EVENING 
Reception in Grosvenor House 

An evening reception was held at Grosvenor House, delegates and 
visiting accountants, accompanied by their wives, and a large number of 
members of the Sponsoring Bodies and their ladies being present. They 
were received by Lord and Lady Plender and Sir James and Lady Martin. 
During the evening a selection of music was played by the band of H.M. 
Grenadier Guards, conducted by Director of Music Captain G. J. Miller. 
A buffet supper was served, and a cabaret performance was given. 
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INTERNATIONAL FINANCE 

The Chairman : Ladies and gentlemen, in opening the ordinary 
business of the first session of the International Congress on Account- 
ing we are extremely fortunate in having a speaker who is well known 
internationally to deal with a subject #f international importance. 

I have much pleasure in calling upon Sir Josiah Stamp. 

Sir Josiah Stamp, D.Sc., F.S.A.A. 

The ink is hardly dry on any written discussion of modem problems 
of international finance before some kaleidoscopic shift of the world's 
affairs makes a new aspect dominant and brings to the front a 
different question of principle. We find left open as a matter for dis- 
cussion whether a single metallic standard, like the gold standard, 
is capable of serving the double purpose of a stable standard of 
values for domestic and internal use in every country and an inter- 
national medium of exchange for settling trade, financial and politi- 
cal balances. It has been seen that the presumptions of very con- 
siderable mobility of economic factors upon which the whole gold 
standard theory rests are at the moment unjustified so far as most 
civilised countries are concerned. The calls made upon these factors 
are extremely severe, if unsettled balances of international trade 
through intense economic nationalism, industrial planning and other 
changes in laissez faire are to prevail. The response of the factors 
instead of being greater, because of the greater demand, has be- 
come less. In other words, the existence of political payments for 
international debts, the desire to take no payments in the form of 
goods if possible, and an intensely sensitive set of money markets, 
where international financiers move money balances about regardless 
of the goods that ought to lie behind such movements, all mean that 
gold must be moved about more than it would in a less nationahst 
frame of mind, and a world where international finance was less 
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mobile. For a gold standard to work in this situation satisfactorily, 
great adaptability of costs is required, especially in wages, and we all 
know, that collective^bargaining for wages and the attempt to get 
some stability of understanding, have moved this possibility in an 
opposite direction. Small wonder then that people dealing with the 
theoretic aspects of international finance have become doubtful 
whether a gold standard which depends for its success either upon 
complete laissez faire, or upon a very elaborate and well understood 
management, can succeed in a world where laissez faire is increasingly 
discounted and where the technique of international management is 
not yet elaborated. The minds of many thinkers on this subject gravi- 
tate, therefore, to one of two alternatives. First, to a choice between 
the importance of international trade (with a managed internal stable 
currency and fluctuating foreign exchange), or a fixed exchange and 
fluctuating internal prices. The second is some kind of duplicated 
mechanism whereby internal prices are ruled by one set of con- 
ditions and a special monetary standard, while gold or its equivalent 
remains the international medium, thus having finally a rate of 
exchange for domestic use between domestic currencies and the 
general currency. Now all these latter schemes, however ingenious, 
do not get away from the fact that quoting the dollar in an inter- 
national unit, say, the gramme-or — and quoting the franc in the 
gramme-or — still means that there is actually a rate of exchange 
between the dollar and the franc that at one remove influences the 
trade between their two countries. It does not solve the problem 
of international trade, but merely tries to subfim^te it, and enables 
us to focus attention upon domestic price levels. The problem of 
exchange in international finance is, in the long run, whether we can 
secure, by a single mechanism, stabihtyof price measurement in each 
individual country, which will enable that country to function econo- 
mically, and, at the same time, a medium of international exchange 
which will not unduly fluctuate. It has been very well said that the 
proportion of foreign trade to total trade in the U.S.A.is relatively 
so small that the United States should consider first the monetary 
mechanism of her domestic market, the price level that suits her, 
and let questions of foreign trade find their own level. But, on the 
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other hand, that foreign trade matters so much to Great Britain, 
compared with slight differences of the domestic level of prices, 
that she ought to think first of the stability of sterling ancj only 
second of the convenience of the right level of sterling in her domes- 
tic market. Therefore, the United Kingdom can afford to let the 
United States choose the general level of prices first of aU, provided 
that the States in turn will give the United Kingdom a good bargain, 
so to speak, on the parity of sterling. Now something like this is only 
emerging as the problem at the present moment, at any rate, so 
far as the United States is concerned. It must always be borne 
in mind, however, for Great Britain, th^t it is not merely a question 
of the volume of foreign trade as such. One of the great services 
exported from Great Britain is a quality called stability of value in 
the sterling bill, and the services of a negotiating machine behind it. 
The use of the sterling bill, or quotations in sterling for insurance, 
&c. &c., is a valuable national asset, which we have been able to 
place at the service of the world. We have, therefore, much wider 
interest than merely the ability to exchange goods on satisfactory 
terms with foreign countries, and get them paid for. We have 
actually provided a convenient mechanism or means of exchange 
whose main characteristic in past years has been its stability over 
its period of life. Now it may still be thought by a large part of the 
world that sterling is likely to be more satisfactory as a currency 
tied to gold than as a currency managed by a Government and a 
Central Bank, however well accredited and free from political pres- 
sure. We must expect to find, therefore, that all people who realise 
the importance of foreign trade and the services rendered by the 
City of London will have a natural leaning for a return to gold as the 
ideal state of affairs. They will be all the more confirmed in this 
course because of the absence of either experience or reasoned 
technique as to how currency divorced from gold is to be finally 
managed. They dread, however, a return to gold without certain 
preliminary understandings, if there is any risk of a coUapse and a 
fall from grace a second time as unavoidable and as disconcerting as 
the first. They naturally say : Great as our belief in the gold 

standard is, we would rather carry on as we are, managing our price 
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level until these things can be settled, than make a precipitate and 
ill-considered arrangement/' 

Th§ problems of international finance, therefore, range themselves 
in three degrees of urgency. The long distance one is — can a gold 
standard ever work satisfactorily in a world which is neither pure 
laissez faire nor pure control, but a curious mongrel mixture ? If it 
can, what are the conditions of its working, and are the}^ likely to 
be acceptable ? What are the difficulties in each country which have 
prevented its working ? If it cannot, what kind of arrangement do 
we seek domestically and internationally to take its place ? Do we 
have a tabular standard, or a cornmodity dollar and commodity 
sterling, and what factors do we introduce into the measure of 
value ? Do we base it on articles of international exchange, or does 
it include also entirely indigenous and domestic consumption ? 
How do we wish domestic prices to behave ? Should they fall and, 
if so, do they fall only with the increase in productivity per man 
hour ? These are the long-range problems which the world will have 
to face. 

The next line are the problems relating to the return to the 
gold standard and the immediate rules of the game that are necessary 
for that purpose. There is not the slightest doubt that if America 
had not gone off the gold standard through her domestic difficulties, 
the pressure upon us at this London Conference, with her influence 
joined to that of the Latin countries, would have been terrific. We 
should have been the world’s bad boys, whereas now we are in the 
position of sympathising with both sides and trying to bring them 
together with the City leaning to one and the West-end leaning 
to the other. The immediate problem is how -to maintain a reason- 
able framework of finance for foreign trade, while one important 
party to that trade and to world values is conducting a financial 
revolution and is giving no clear indication as to the point at which 
he would desire to hold it and within what range of action he can 
succeed. Is it possible to find a reconciliation between the domestic 
ambitions of President Roosevelt and the natural desire of the 
European countries to find a suitable basis of international trade, 
free from the fortuitous and disturbing elements of depreciated 
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currencies in export trade, and free from the danger coming about 
through the movement of balances between financial centres fol- 
lowing “ flights from one currency to another. Before we embark 
upon any attempt to answer this, it is necessary to get clear the 
number of different notions which are hopelessly mixed up from 
time to time in the discussions. 

The Urgent Problems 

Apart from immediate recovery, the three chief underlying 
problems for the government of nations are — • 

(1) The balance between individual liberty and social direction. 
We have a natural philosophy of freedom and are continually 
modifying it to make our machine work. We are constantly 
putting larger and larger patches of social regulation upon the 
tom garment of personal liberty. In Russia to achieve success 
they are putting larger and larger gussets of personal liberty 
into the strait-jacket of economic communism. 

(2) The cession of aspects of national sovereignty to international 
direction in economic questions. 

(3) The measure of value — the monetary problem. 

Money is known to us all as a — 

(1) Medium of exchange ; or 

(2) Store of value ; and 

(3) Measure of value. 

But we do not usually recognise that it performs the two first 
functions almost by mutual exclusion, for when it is being most 
used as a store, whether in a stocking or a safe, or an idle bank 
deposit, it is not serving to exchange goods. So its whole use is not 
really for both uses at once, but is divided between the two uses. 
But its third function, a measure of value, is not absolute — it depends 
upon the way in which the first two share the field. For if money is 
used a great deal as a store, and only to a minor extent as an 
exchanging mechanism, the "'measure of value'' will turn out to be 
quite different from what would result if money were used far less 
as a store and far more as an exchanging mechanism. The level of 
prices measured in money will be relative to these proportions be- 
tween storing and exchanging. You cannot measure a yard with a 
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tape measure if half of it is in your pocket. The money problem is a 
baffling blend of purely mechanical and equational elements with 
psychological and emotional elements. Upon its solution depends 
the whole possibility of a competent and highly-organised civilisa- 
tion. It is being brought to a severe test in*the present conference ; 
Failure might result from any one of the following : — 

{a) The persistence of political nationalism in an economic world. 
(6) Inabihty to suffer local disadvantages or changes for the 
greater common good. 

(c) Inability to Hquidate the past. 

{d) Genuine difficulty in getting a common view about the “ rules 
of the game ” in a technical sense. 

[e) Human reactions. While facts must prevail ultimately, what 
people think about facts may be even more important. If you 
think a credit machine unsafe, it becomes unsafe. You will run 
as fast from a dog that you think is a wolf, as a real wolf, 
and any risks attached to running are present in both. 

The complications of the situation immediately before us in 
America and Britain depend, not upon two variables as most people 
often think, but upon three, and it is impossible to be clear which 
of these settles itself first. Certainly none is independent. 

The first recognised variable is the relation of the dollar to com- 
modities, the purchasing power of American currency, on which 
depends the price level in dollars, the ease or difficulty of making 
profits, and, therefore, the ultimate level of sound stock and bond 
values. This therefore determines the validity and security of their 
debt structure, mortgage and interest payments, the level of real 
wages, and the extent of their unemployment. It is to them by far 
the most important relationship that has to be explored, and they 
are taking important and novel steps to improve it and control it. 
Whether a rise of prices by itself will make all their debtor relation- 
ships quite comfortable without some adjustment in the amount 
of certain debts also I cannot say, but clearly the main burden of 
putting things right ought to rest upon the same agency that got 
them wrong, viz. a change in the dollar price level. 

The second relationship we have to bear in mind is that between 
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doUars and foreign currencies, especially those not on the gold 
standard, and I wiU express this, for convenience, as the dollar 
sterling exchange or parity. We have been asking, first, what is the 
“ proper ” exchange rate, and, second, what if ought to be fixed at, 
so as not to prejudice fhe foreign trade of either side or favour it 
unduly. Now, the " true ” or proper rate depends on a parity or 
equality of purchasing power — ^the number ot dollars that wiU pur- 
chase the same quantity of general commodities in foreign trade as 
a pound sterling. If this were not so, strange results would .occur, 
and it is the natural “ norm ” to which the exchange rate tends, even 
if for other reasons it never touches it.* It is clearly related to the 
internal or domestic price level, too. If the dollar is inflated or 
multiplied so that it buys less commodities than before and prices 
rise, but sterling remains constant in its purchasing power, the 
United States may secure a more comfortable internal situation, 
but the number of dollars to be given for a £ would rise. It might 
easily rise to $6.00 or $7.00 (neither being linked to gold). If the 
price level rises in one country so that the purchasing power of bond 
interest and unaltered wages is reduced, and more of the price goes 
into profits than in the other country, it can afford to cut prices 
slightly in a foreign market and get more business without losing, 
but, indeed, making that extra profit which comes to a larger volume 
at a slightly less nominal rate of profit. So that amount of extra 
inflation which depreciates the exchange against sterling is good for 
American foreign trade and bad for competing British trade, and 
hence comes the temptation for a race in exchange depreciation. 
But if it proceeds so that the foreigner distrusts the purchasing 
power of dollars to hold good, he will force the selling, never hold, 
clear out his deposits, and the exchange takes a nose dive for psycho- 
logical reasons quite unrelated to the comparison of price levels. This 
has important effects we have no space to discuss here. 

Now the foreign trade aspect of exchange stabihty between two 
currencies is most important to the country with the greatest 
dependence on foreign trade. It is almost certain that we could not 
expect that the American dollar price level would be doubled 
(American costs remaining the same) while the British sterling level 
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remained constant, and the change be taken up in a new rate of 
exchange which produced this bad competitive result. We should 
certainly find that the British price level would rise too, so that the 
exchange rate would hot need to change to so great an extent. 

When the sterling doUar rate changed after Britain went off the 
gold standard it was because the American dollar price level was 
allowed to faU. contintfously with the greater value of gold, while the 
British sterling price level was not allowed to be further deflated. 
It was not for any conscious attempt to secure a foreign *trade 
advantage — ^this is a derivative and not a cause. 

Now the third relationship, which we tend not to think explicitly 
about, is that between gold and commodities. Until recently gold has 
become steadily more valuable, gold prices have fallen, but we do 
not know how the gold relationship will behave in future. If you 
know the relation between the doUar and commodities, and that 
between gold and commodities, you can deduce the relation between 
gold and the dollar, that is, you know how much devaluation of the 
dollar in a return to the gold standard is necessary. If you know 
the relation between sterling and commodities, and gold and com- 
modities, you know how much to devalue sterling in a return to the 
gold standard. The two results will give you automatically the par 
rate of sterling dollar exchange. 

It is idle for America to discuss the amount of devaluation until 
they have determined what dollar price level they want for their 
domestic structure, estimated the gold price level and compared 
the two. It is idle to discuss the rate of exchange with the m at 
which we shall go back to the gold standard until we know the 
amount of devaluation they must have. The two relations are 
inter-dependent, and dealing with one only gives results which must 
be rubbidi to practical men. 

The key to the situation for a permanent return to gold, on de- 
valued levels, producing rates of exchange which are fair to foreign 
trade, and consistent with price levels that agree with industry and 
debts, is still therefore the behaviour of gold (and the credit systems 
based thereon) compared with commodities. 

What win be the future value of gold ? So long as we are dis- 
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contented with non-gold currencies and regard gold as a safe haven 
to which we hope to return it will be important and desired. But if 
we get on well without it, and it has no monopoly of currency* basis, 
and we evince no desii;e to return to it, it will rapidly become less 
valuable in relation to goods, gold prices would rise rapidly and pass 
the old parity of dollars and sterling, so that/^ur currencies, instead 
of being devalued in terms of gold, would all be super-valued ! 

Th^re is a great deal of unreasoning prejudice against the mere 
term inflation, because of past history which is in no way com- 
parable. I should no more call the reflation which is now taking 
place from these ruinously and abnormally low price levels '' in- 
flation ” than I should call a man a mountaineer when he is coming 
up from the cellar. 

We must ignore for the present the disturbing question as to the 
ultimate movement and value of gold and assume that it is a constant 
factor. Then we must do everything we can, country by country, 
to prevent the currency unit engendering a depreciation on purely 
speculative lines. While a depreciating currency will do much in 
itself to introduce a movement of prices in sympathy, it may for a 
long time be parted from it and we should aim at keeping the Ex- 
changes as near purchasing power parities as possible. It can at best 
be only empirical and approximate, but it is better than having no 
aim at all, and it is quite possible to let attempts to control the 
doUar go as an element in foreign trade, and to get equivalence 
between the other non-gold currencies and gold within broad zones 
for short periods.* If it is stated to be the avowed object of a gold 
country at the present time not to let gold depreciate in value, nor 
the currency based upon it, then the immediate question we have 
to ask ourselves is : Are we satisfied that our present price level 
meets all our wishes and does justice to the requirements of our 
economic organism — ^in other words, can substantial profits be made ? 
If not, then we must face up to the surgical operation of altering 
the exchange rate between sterling and those countries, otherwise 
the object of adjustment of our price level is defeated. It would 
perhaps be better to do this by modest stages, and not very perceptibly, 
than to wait until the movements of the doUar currency now left to 
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itself have become so striking as to cause considerable inconvenience 
to international trade and compel the movement of sterling, which in 
the en;ieavour to make an adjustment with the dollar in trade, would 
necessarily involve a very sudden break indeed with the gold cur- 
rencies. 

It is not the purpose of my paper really to discuss the day-to-day 
problem of the moment, but I am merely introducing this factor 
because people are sure to declare otherwise that the paper is too 
abstract and does not face up to current difficulties. 

Let us touch the middle range of problems, viz. the return to the 
gold standard. * 

We are increasingly realising that monetary science can never 
be exactly laid down because it is a subtle compound of the quasi- 
mechanical and quantitative forces and equivalents of the pure 
quantity theory of money with an attitude of mind about money, 
and if that attitude changes, some of the principles will refuse to 
work. It is as though we constructed a machine with a propeller 
to work in water and then asked it to do its work in syrup or in air. 
All the quantitative relationships upon which we build a science 
depend on reasonable consistency in the reactions of economic men 
in groups to certain stimuli. We realise that nothing is either good 
or bad, but thinking makes it so, and that that system will be unsafe 
which people persist in thinking is unsafe. In short, the element of 
coiffidence is capable of much wider variation than we had thought 
and, taken beyond certain limits in either direction, it renders 
possible or impossible, as the case may be, the application of our 
principles. If people in the mass persist in thinking that certain 
monetary mechanism is not safe, they will certainly succeed in 
making it unsafe. In the field of currency mass psychology has its 
greatest scope for econoniic derangement. Although at bottom 
economic facts are the thmgs that matter in the end, in the short run, 
what people think about economic facts, however mistakenly, is just 
as important as the fact itself. It may be a long time before they 
find out their mistake and gain confidence, and, in the meantime, 
their fiight from one fancied horror will bring new horrors in its train. 

The incomparable derangement in which we now find the world’s 
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monetary affairs, and the exceedingly difficult task before us of 
restoring the damage, and also making a new machine, which will 
not go wrong in the same ways as the old, caU for a careful exajpina- 
tion in every country of the particular iUs to which it has fallen a 
prey ; the particular hopes that it desires to preserve and the 
particular psychological difficulties that its history and traditions 
and policies make likely to persist in all the separate countries. 
What^^are finally emerging as the particular difficulties of the past, 
in relation to monetary affairs ? There have been many charges 
and counter charges — some of them from abroad, some from political 
rivalries within and some from a genuine conflict of economic ideals. 
Many of them depend upon different estimates of what human nature 
can stand and understand. 

What, then, are the weaknesses that stand revealed so far as 
England is concerned ? I should enumerate seven as being the most 
important or distinctive. First, London, by reason of its immense 
financial services to the Empire and the world, by its traditional 
leadership -in the gold standard from the 19th century, and by the 
prevalence of the sterling bill, has been a too sensitive reservoir 
of world funds. This situation might have been different if any one 
person or institution had been conscious of the totality of the move- 
ments, but in the aggregate we have been ignorant of them. Even at 
a time of special investigation, when the Macmillan Committee on 
Finance and Industry was paying particular attention to the subject 
and collecting special ad hoc statistics, they failed to grasp the whole 
truth. In asking themselves the question how sensitive is London 
to a sudden flight from sterhng, either in distrust of London and 
sterling or because of difficulties in foreign monetary centres, making 
it necessary for them to repatriate their deposits,'" they ascertained 
the deposits in the London banks and came to the conclusion that 
London was reasonably secure on balance from foreign pressure, 
but they did not know and did not ascertain the deposits in the 
London branches of foreign institutions ; nor was anyone really 
seized of the actual position in London ; it had been no-one's busi- 
ness and it was not realised how increasingly sensitive this liabihty 
had become. If any market was to have as great a capacity for 
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variation in range and as great a sensitiveness, then it could only do 
so with safety if the conditions were known, at any rate, to someone 
in control, if not publicly. But these vast aggregates were varying 
without the knowledge of any living soul ; varying in hidden condi- 
tions in which disaster was a question only of degree. A shie qua non 
of the future, therefojjp, is that the Central Banks or the Govern- 
ment should have some fairly approximate and frequent up-to-date 
knowledge of the total balance “time quality” of indebtedness in 
its markets. 

In the second place, the gharge sometimes made by continental 
writers that the responsibility for working the gold standard through- 
out the industrial organism was not recognised must be admitted to 
be in part true. The gold standard certainly pre-supposes that the 
flow of gold to balance international trade must work out its effects in 
raising and lowering costs ; otherwise, that standard is meaningless. 
The gold was flowing for political reasons and other reasons that 
were artificial compared with the balance of trade, and every effort 
was made to prevent wages and other costs rising and falling. The 
natural reactions of the gold standard were, therefore, denied — 
denied no doubt, or prevented, in self protection, but all the same 
having the effects of prevention in destroying the self-balancing 
qualities of the gold standard. England’s reactions were too tardy 
and too limited, and the consequence was growing unemployment, 
due to the increasing level of real wages and the spiral of deflation. 
The lesson for the future is that gold ought not to flow for any other 
purpose than trade balancing, and that if it dbes not then the 
responsibility for allowing it to have its natural effects upon the 
price level can be more readily accepted ; but all the same it ought 
to be accepted. The social question, however, arises as to whether 
democratic institutions and Governments will trust themselves 
to this mechanism, so sacred are the obsessions about the fixity of 
money wages and interest contracts. 

In the third place, the flow of monetary savings or subtractions 
of purchasing power from current expenditure is too steady and un- 
yielding in a country with a network of provident institutions, 
insurance societies, sinking funds and other irresistible streams which 
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do not respond to the governing factor of price. If the change in the 
price of money has not the time-honoured economic effect of other 
changes of price in equating supply and demand, we are bo'^nd to 
get a condition of unstable equilibrium ; and the phenomenon of 

m 

savings being far in excess of investment, and bringing about an 
excess of current production over current consumption, and conse- 
quent unemployment, is one that is partly Sue to this insensitive- 
ness,^ It cannot be said that we ought for the future to restrict the 
amount of savings in these compulsory directions, but we ought to 
find some way of making the investment market more sensitive and 
absorbing. This is mainly a problem of*confidence and perhaps when 
the other factors are put right this new confidence will be a natural 
product. 

The fourth aspect is allied to the foregoing excessive steadiness 
of the flow. It is that the connection between the capital uses of 
money and the supply of money for those uses is too remote and 
disjointed, it being impossible to retard or enlarge the flow, as the 
case may be, very quickly or sensitively, so that the next best thing 
is to cultivate the technique through public and private investments, 
acting in a complementary way to each other, of absorbing these 
funds ; and here large questions of politics of governments are 
raised. Expenditure on public works, however useful for economic 
reasons, raises questions of politics and efficiency which may not 
be easily solved. 

In the fifth place, a centre like London, which is looked upon to 
superintend and ^supply funds for foreign borrowers aU over the 
world, can in the long run only supply what is left out of the total 
savings of the country after home capital is absorbed. If at any time 
these claims are greater than the home savings, difficulties are 
likely to arise. 

Now the perfection of London as a lending market is a separately 
developed technique and it has no necessary connection, except so 
far as checked by underlying economic forces, with the total savings 
available at any time. It is possible for it to go on approving loans 
and issuing them, while its citizens have not really put themselves in 
a position to implement those loans out of their own resources. 
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The underl3ring tendency then is for the funds to be drawn from 
foreign markets on short term, and we get a lack of equilibrium 
betwf:en the “ time ’’ quality of the money loaned and money 
borrowed, which some day is fraught with difficulty. Here again, a 
closer central control over private lending houses seems to emerge 
as desirable. 

In the sixth place, if London lends abroad on a large scale, but 
the North of England, in its exporting industries, has cos|s too 
high for successful foreign exportation, then our industries will fail 
to implement what our financiers have promised to lend, for in the 
long run, financial loans must be implemented by industrial exports, 
except so far as they absorb foreign funds due to us. If our export 
costs are maintained, by trade union action or otherwise, on too 
high a level, then a great strain must be thrown upon the gold 
reserves or upon a good equilibrium between lending and borrowing. 
In the past no attempt has been made to link the amount of our 
London lending abroad with our power to export. 

In the last place, with a rapidly falling price level, real wages 
have increased at too great a speed. The purchasing power has been 
transferred from the hands of ordinary shareholders and institutions, 
who might have used it for increasing investments abroad. It has 
got into the hands of mOlions with increased purchasing power, 
who have enjoyed their new-found command over foreign produce 
of all kinds. In this way it has become fatally easy to squeeze the 
favourable balance of trade into the standard of living and to 
increase the actual total quantity of goods purchased from abroad 
at a time when the actual capacity of a country to purchase, judged 
by its productive power, is falling rapidly. This was one of the 
reasons why the balance of trade went so heavily against Britain in 
1929, 1930 and 1931. For the future, in order to avoid it, we can only 
say that prices ought not to be allowed to fall because they make 
constant money wages into a dangerously high real wage. But inas- 
much as this is a pious wish, easier to enunciate than to achieve, 
we have to say the next best thing, viz. that if prices do fall and real 
wages do rise, there should be a greater measure of adjustment in 
the industrial machine to counteract it. This answer is also, under 
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modern conditions, more or less visionary. Perhaps the next best 
thing is to impede the flow of goods from abroad by artificial means, 
duties, &c., in order that the balance of trade may be properly pro- 
tected and real wages prevented from becoming too high. It is a 
hard doctrine, but the proper economic line here would be to make 
good some of the transfer between the ordinary shareholder and the 
receiver of relatively fixed incomes and wages by relieving the 
taxation on the former, enabling him to have more to save, and 
increasing the taxation on the latter, preventing him from straining 
the gold position, endangering the foreign loan market, and up- 
setting the whole economic organism*by an excessive import of 
foreign foods and luxuries. 

These seven fundamental causes are interlocked and interlaced. 
I have had Britain in mind throughout and I do not doubt that a 
similar survey of the strains and stresses in other countries will 
throw up tendencies which are individual to each of them. It is 
only by agreement upon the same central principles and careful 
protection against our own idiosyncracies that we can hope to 
work the international machine. 

The third problem of long-range possibility of a single measure of 
value domestically and internationally in a world that is neither 
laissez faire, nor controlled, is, I suppose, at the bottom, a pohtical 
question. How far shall we cede national sovereignty in financial 
matters to international direction and control ? Secondly, how far 
will pohtical governments be stable enough to i:un currency ques- 
tions without polhical bias, and third, how far will national psycholo- 
gies enable us to eliminate great waves of expansion and depression. 
To cut across these large problems which will decide these broad 
questions of monetary measurement in the future, we have the more 
pertinent question : how far must the financial world be regulated 
and ruled by purely accountancy conceptions, which are, after all, 
only conventions and the very mention of which will put up all 
your bristles ? 

Accountancy is based firmly upon the understanding that money 
values are real and unvarying, and has no way of recognising the 
fact they are not. The conventions it adopts dominate banking and 
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contracts and, while a great protection against fraud and insecurity, 
are alm ost whoUy vicious in their influence upon the amplitude of 
credit .cycles, making, booms and depressions more extreme than 
they need be. That results from a constant cpmparison of two kinds 
of asset, money and fixed money claims like mortgages and deben- 
tures and their interest, with the var5dng monetary expression of the 
values of physical assets, which are not in pari materia. When prices 
are rising, profits are higher because of the lag between the prices 
paid for the goods in the early part of the year and that realised by 
sale later, because of the lag in wages, because of the provision for 
wasting capital being only upon the old cost, and not upon the year’s 
share of a renewal cost, because of the ease of repajnnent of flxed 
charges, because of the diminishing real value of assets held, or flxed 
money equivalents. When prices faU, real profits are similarly 
cramped, except for the convention about stock valuation and de- 
preciation of securities. These exceptions create so-called secret 
reserves. 

Now, if the price level were moving to a completely and permanent 
new level it would not much matter, but if it is fluctuating about a 
norm or level, the incentive to launch out and increase business when 
profits are increasing (not through increased trade, but changing 
prices) is unduly increased, and when profits are falling is unduly 
diminished. Prudent businesses do something to counteract this 
by making larger reserves in good times to be drawn on in bad, but 
that does not alter the effect of expansion or contraction as incentives. 

If we are entitled to assume that every upward oscillation of 
price is going to entail one downwards of corresponding magnitude, 
then obviously we ought to perform that operation which accoimtants 
invented during the war, which was condemned by tax experts, 
and which was never effective in practice, viz. to divide profit 
into that part due to output on an unchanging price, and that 
part due to the change of price — cleaving it assumed, I suppose, that 
any increase in output would have come about without the price 
incfease and is entitled to be reckoned as profit not dependent on 
the impetus of price change, which is hardly true, though there is 
actually much less of such increase for all commodities taken to- 
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gether, on a price change, than might be supposed. Then we are 
entitled to regard the price-change-profit-section as only a suspense 
account to be held against the inevitable deficit. For on the falling 
market the true economic profit is greater than that shown, even 
for the smaller output, and the suspense account comes into action 
to make up the difference. The excess profit consists not merely in 
the difference in the price at which things can be bought wholesale 
on the day of sale compared with the actual price at which they were 
brought into stock, in a merchanting business, but also in a producing 
business in the excess of the price realisable over previous prices 
realised, assuming that costs have not* equally advanced. It is not 
enough, economically, to hold these sums in reserve and invest them 
— ^they must be treated as a non-tangible asset, or of course in the 
balance sheet balanced by a bookkeeping Hability, though a more 
consistent plan would be to write down the assets themselves. 

Now the non-distribution of a part of the proceeds of production 
during times of inflation has important economic consequences 
into which I wiU not enter. In the ordinary way, a reserve out of 
profits depletes purchasing power in the hands of the shareholding 
public, goes through the investment market and increases the supply 
of savings more directly, or increases stocks, and so demand for 
capital goods tends to be stimulated and that of commodities re- 
stricted, but on the whole, the total purchasing power is only reclassi- 
fied and not reduced. In the case to which I refer, the reserve must 
be held idle. Two important anti-inflationary influences would there- 
fore be at work first, a psychological one on undue business ex- 
pansion, and second, a physical one annihilating some of the pm- 
chasing power created or “ tokened ” by current production. A 
converse process would be set up on a fall in prices below normal. 
One could avoid ail this if accountancy permitted fixed value assets 
to be written up and down, before computing profits, affecting 
profits by its appropriate annual equivalent, but this no doubt 
introduces counter considerations of individual security. 

A further field in which the domination of accountancy conventions 
reverses the true direction of economic forces in changing values, 
with a -wide repercussion on international finance, is the theory of 
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the stock exchange price. We should ordinarily understand that 
Wall Street would register what is actually happening or likely to 
happen in the industrial world, providing a register of results, a 
thermometer so to speak. Instead of that it is often an originating 
cause, instead of a record or an anticipation of what must be. A 
hurst of hear speculation, or a wave of pessimism and selling we will 
say lowers the price of a particular stock some points. The banks, 
scrutinising their loans and collaterals, wish to satisfy their ac- 
countants’ rule that loans should be covered, or proportionately so, 
and other conventions of soundness and liquidity, and, although 
nothing whatever has happened to the actual business itself to 
justify the change, they therefore automatically call in, reduce, or 
ask for more cover. The industrialist soon feels the effect — he finds 
his range of credit reduced, and decides to restrict his holding of 
stocks by selling low and buying less, or decides not to enter into 
some additional commitment he was contemplating. Deflation has 
set in, originated from the wrong end and working through an 
accountancy rule. The lowering of business activities then actually 
lowers a stock exchange price on merits, where it has been put 
without necessity. 

The prudential rules of accountancy that in stocks and securities 
diminished values should be taken notice of, but increased values 
must not be considered, however good for individual security, are 
economically on a wide scale, disadvantageous. The theory that if A. 
holds government stock costing £10,000, and on its rise to £15,000 
can do nothing about it if he still holds it, whereas B., having sold 
at £15,000 and reinvested that £15,000 in another stock which stands 
.at £15,000, is entitled to use a capital profit of £5,000 because it is 
realised, is economically nonsense. Both A.’s original stock now 
held worth £15,000, and B.’s new stock (perhaps the same kind) 
costing £15,000, and showing no depreciation, are equally liable to 
reaction to £10,000. Some of the accountancy conventions on foreign 
exchange are not without influence on international finance. 


In conclusion, I would urge upon my hearers that there are no 
cut and dried solutions either of the immediate or the long-range 
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problems, for we have not yet made up our minds what kind of a 
world we reaUy desire to live in, and the balance between the prin- 
ciples of the world as an economic unit, or as a series of fortuitous 
non-economic units, between congruity of aims in an international 
scheme and the joy of independence and running our own show even 
at an economic cost, has not begun to be settled. The settlement 
affects every financial solution in the international field. 



DISCUSSION 


The Chairman : Lac^ies and gentlemen, the next speaker will be 
Professor T. E. Gregory, Cassel Professor of Banking of the University of 
London j but before I call upon Professor Gregory I want to say that 
amongst the other people will be Professor Jones of the University of 
Leeds and three Delegates. Now the Executive Committee are anxious 
not to cut out from the discussions any Delegate who wishes to take part 
in them, but we must have organisation in this Conference if we are going 
to succeed, and it will be necessary, if any other delegate wishes to take 
part, for him kindly to send up his name to me and I will endeavour to 
fit him in the short time which is at my disposal. 

I now call upon Professor Gregory. 

Professor T. E. Gregory : Mr. Chairman, ladies and gentlemen, I 
am afraid some of you are going to be disappointed if you think this is 
going to be an exhibition of David trying to slay Goliath. It is going to 
be nothing of the sort because, as the principal speaker rightly said, the 
issues are so multitudinous and vast that there are points of agreement 
as well as points of difference between all economists at the present 
time. 

Now I am going to keep myself strictly within my time limit, and there 
are four things, and four things only, to which I should like to refer. The 
first is this : There is no agreement at the present time on first principles. 
It is very important to emphasise that because there '"is a natural im- 
patience on the part of the public, and on the part of business men, that 
something should be done. Now, if you are walking about on a mountain 
precipice in the fog, it is no good saying something should be done, if you 
do not know the way. The only thing to do is to stand still until the fog 
clears, and I venture to suggest that it is highly dangerous in the interests 
of business itself if highly technical and difficult problems are to be forced 
upon the world, merely in order to satisfy mankind's natural impatience. 
There is no agreement on the two fundamental questions with which 
economists are concerned in the monetary field to-day of which the 
immediate one is the question of whether the trade cycle can be con- 
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trolled, and, if so, how it is going to be controlled ; and there is no agree- 
ment either upon the long period problem as to how we reaUy want prices 
over, let us say, the next 25 or 50 or 75 years to behave. It is not any 
good blaming the economists. These differences of opinion arise whenever 
you have an intricate subject matter which cannot be controlled at wiU. 
But what is true is this — and I should like to emphasise it — that we know 
certain of the practical dangers which very easily follow from the adoption 
of certain kinds of measures. I agree with Sir Josiah Stamp that it is not 
any g^od prejudicing the whole price outlook by merely throwing mud 
and using the word inflation,'" but it is nevertheless true that there are 
very great practical dif&culties and very great practical dangers arising 
from the circumstances that the credit and currency machine can very 
easily get oiit of hand once an upward movement of prices has been 
admitted, and my only predominant feeling about the extraordinarily 
interesting experiment which is being tried in the United States to-day 
is this : It is called controlled reflation, but there is the danger that it 
will be reflation without control, or control without reflation. The Ameri- 
cans are trying an experiment which everyone will watch, I venture to 
think, with the greatest interest both from the theoretical and the practi- 
cal point of view ; but I think we have also got to admit that there are 
immense dangers in the American experiment. We do not know where it 
is going to lead either them or the world. So long as we do not know the 
fundamental correctness of one view or the other we have to confine our- 
selves to practical and commonsense considerations and such considera- 
tions do point to the fact that reflationary experiments have, at any 
rate in the past, shown a distinct tendency to go wrong as soon as the 
currency of a country is dissociated from some firm connection with a 
metallic base. That does not dispose of all the arguments pro and con. 
It is, however, I think, a truth which can be drawn from the teachings of 
past events ; and, therefore, although I agree with the principal speaker 
that we have no right whatever to dispose of the American experiment 
merely by calling it inflation, we have got the right both as common-sense 
individuals and as technical experts to draw the attention of the public 
to the very grave difficulties and the very grave dangers which are likely 
to arise in the course of that experiment being worked out. 

Now, the second point is this. I believe with Sir Josiah Stamp that all 
over the world there still is a failure of adjustment between the level of 
costs and the level of prices — ^that is the depression — and until the level 
of cost and level of prices are adjusted to one another the depression can- 
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not possibly lift. But at the same time my second point, I think, would be 
this. The degree of adjustment which is necessary in different countries 
at present is very different. In some countries there has been a very 
much^greater degree of adjustment between the new price level and the 
level of costs than in others, and I think that -difference is most marked 
if one takes the extremes in the capitalistic world between this country 
and the United States, pne of my difficulties about accepting the present 
American policy is that I think America, of all the great capitalistic coun- 
tries, had even before the dollar broke away from gold gone much feirther 
in the*way of adjusting prices to cost than, for instance, we had done. 
Of all the great industrial countries we are at the present time the most 
rigid and the most inelastic ; and I cannot think that the solution which 
might be appropriate in our case is necessarily as appropriate in the case 
of a country with so remarkable a mobility as the United States has 
shown until the passage of the Industrial Recovery Act. One of the side 
issues — it is a side issue — only from the standpoint of monetary theory, 
and from no other — involved in the refiationary experiment in the United 
States is the introduction of what I will call political inelasticity for its 
own sake. I cannot help thinking that the Industrial Recovery Act 
which proposes to put all American industry into a kind of strait jacket 
is singularly inappropriate at a time when America is trying to raise the 
level of prices above the sunken level of costs. There, again, you have an 
enormously difficult situation, a circumstance with which Sir Josiah Stamp 
is more familiar than I am, where you have two Government Departments 
engaged in the good old game of trying to defeat one another. But what- 
ever one may think, either of reflation or control, the two things are not 
necessarily compatible with one another, and may raise very considerable 
difficulties in the very near future. In fact some of those difficulties have 
already been alluded to very distinctly by General Jackson only ten days ago. 

Now, my third point is one with which I think accountants particularly 
ought to concern themselves in the very near future. It is this. Sir 
Josiah Stamp in his paper drew attention to the enormous importance 
for a country so dependent upon international trade as we are of having 
a stable basis for international trade operations. With that view, of 
course, I am in entire agreement ; but I venture to think that he has 
failed to stress as much as I should have liked him to have done the enor- 
mous importance of stable currencies in view of the enormous inter- 
national flow of investment with which this country has been so intimately 
associated for a century and a half. 
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Now, Sir Josiah Stamp in his paper hinted — I do not know whether 
this was his own view or not — at a state of affairs in which it might be- 
come desirable for international investment particularly, and perhaps for 
domestic investments also, to be subject to some kind of Governmental 
control. That raises a very vast question which I cannot deal with here ; 
but there is one other aspect of this question of investment to which I 
think it is appropriate to refer when we are di^ussing the international 
side of the problem. It is this. The raw material producing countries 
must? if the present tendency of the world's population continues, ulti- 
mately industrialise themselves to some extent. The big problem which 
arises is where the capital for this industrialism is to come from and an 
old-fashioned individualist like myself would say that there are very 
many advantages both to the raw material producing countries them- 
selves and to the old investment areas if the capital which they require 
could be furnished to them by those centres in which the need for invest- 
ment is greater than it could possibly be in the newer areas of the world. I 
think Sir Josiah Stamp will agree that there is a great deal to be said for 
that particular point of view, not only from the standpoint of the world as 
a whole but particularly from our own standpoint, because we turn our- 
selves by doing so into a great international investment trust so that when- 
ever anyone is making any money anjrwhere some fortunate inhabitant of 
Great Britain is enabled to go on maintaining his standard of life. If you 
agree with me for the sake of argument that international investment, 
whether on the old scale or on some new scale, must go on, then it seems 
to me of the first importance that we should have an international cur- 
rency in terms of which that international investment can go on. As it 
is, international investment has become, together with international 
trade, nothing except a gamble in the future values of currencies, and I 
cannot think that is a sound and healthy state of affairs for the world to 
contemplate. The progress of the constructional industries and of the 
heavy trades in this country and in the United States must depend 
very largely upon the flow of orders represented by international loans, 
and one of the reasons, not the only reason, for the depression in the ship- 
building trade and in the iron and steel trades, not only here but every- 
where, is the enormous check to international investment which has been 
going on in the last three of four years. That is the third point to which I 
wanted to refer. 

My fourth point is this, and it is a very serious one. Even if you could 
adjust the level of costs and the level of prices to-day the world is burdened 



50 


INTERNATIONAL FINANCE 


at the moment — let us face the fact perfectly frankly — by a great mass 
of indebtedness and mortgage burdens of one kind or another, the value 
of which is highly problematical. Now, as far as I can see there exists no 
kind of machinery whatever by which, if the world has to face the problem 
of cleaning out a financial situation of this kind, it can be speedily, easily 
and fairly accomplished. The fundamental necessity, it seems to me, over 
and above a stable interfiational currency for a recovery in world condi- 
tions to-day is the invention of machinery by which past debts could be 
liquidated without intolerable delay and without causing unfairness fither 
on the part of the debtors or on the part of the creditors. Now, the ques- 
tion of creating a machine of tjjiis kind has recently, I understand, been 
discussed by the World Economic Conference, but the World Economic 
Conference unfortunately is not likely to remain in existence long enough 
to solve the problem which it has posed. May I, therefore, venture to 
suggest to an international body of accountants that here is a problem of 
the most practical importance, of the utmost significance, and which can 
only be solved, if it is going to be solved at all, by those of you who have 
experience in the liquidation of international debts putting forward sug- 
gestions which appeal to the practical men who have ultimately got to 
solve these particular problems. I am quite convinced that if you want 
international investment to blossom again you must prevent the kind of 
frozen international situation which has resulted from the price fall of the 
last few years. I think the answer to the question is partly this : You 
must prevent prices from falling as much as they have fallen recently. 
That will make the problem less urgent ; and the way to prevent prices 
falling as rapidly as they have been falling is to prevent the kind of boom 
which we know will follow ; but apart from this general question which 
concerns economists and business men generally rather than account- 
ants there does seem an important residuum, namely, the problem of 
what you are going to do with international debts when they go sour. 
I commend that to the assembled accountants of the world. (Applause.) 

The Chairman : Ladies and gentlemen, the next speaker is Mr. 
Alderman C. Latham. 

Mr. Alderman C. Latham, J.P., L.C.C. : Mr. Chairman, ladies and 
gentlemen, it would be otiose on my part to pay tribute to Sir Josiah Stamp 
for the very erudite paper he has given us this morning, especially, for 
reasons which we understand, that we had no opportunity of an earlier 
perusal of a paper embracing very complex problems in the international 
economic field. 
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To deal with the last section first, namely, the statement by Sir Josiah 
Stamp that accountancy conventions lead to a depreciation of stock 
values, I do not doubt that many of our clients in the last few years would 
have received Sir Josiah Stamp’s doctrine that Stock Exchange fltlctua” 
tions should be ignored with a good deal of enthusiasm and warmth, 
especially if they were equally able to convince their Bank Managers that 
such fluctuations should be ignored. I should lik^to point a point that it 
is not so much an accountancy convention or tradition, but a requirement 
of the Renders — that the original price of the securities by which the loan 
is fixed is established by reference to the Stock Exchange quotations — 
that any movement in those quotations must be taken into account. 
Probably the only way in which fortuitotfe and (shall I say ?) artificial 
movements in the value of securities can be overcome would be for 
security values to be related more to practical continuing business than 
to the movement of quotations on the various Stock Exchanges of the 
world. 

The other suggestion contained in the paper as to dealing with the whole 
of the assets of the company, when one is establishing at the end of the 
financial year its position, raises, as Sir Josiah Stamp stated quite clearly, 
very grave technical considerations for accountants. I hesitate to con- 
template the situation that some accountants would find themselves in 
if at the end of a year of trade depression they were under the necessity 
of re-valuing for the certificate purposes the whole of the assets of the 
company. I think the reaction of the city upon such a proceeding would 
be indeed noticeable. 

It is difficult for a layman to discuss a paper such as we have listened 
to to-day, especially when, having heard also Professor Gregory, it is 
clear that there is a wide field of diversion between Sir Josiah Stamp’s 
ideas and Professor Gregory’s. The only thing that seems to have the 
quality of immortality with trade depression is the burden of debt. 
Whatever else may lose its value, whatever asset may disappear, debts 
remain. They remain in their monetary expression and they increase 
with every increase in the depression ; and any faU of costs or any adjust- 
ment of costs urged by Professor Gregory merely serves to increase 
the burden of those debts in so far as they remain unliquidated or 
unreduced. 

I should, through you, Mr. Chairman, like to suggest to the Conference, 
if I may, with the greatest respect to the learned economists here to-day, 
that they and we in this country and abroad are endeavouring to solve 
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and put right and adjust a world economic and financial situation by an 
international monetary mechanism which is entirely inappropriate to 
the problem that faces us ; in that aU our doubts and hesitations, are in 
fact inhibitions proceeding from an adherence to an international monetary 
mechanism which is inappropriate to the new economic situation that 
faces the civilised world ; in that, however acceptable such ideas, such 
principles, may have t^en in the past, dealing with the conditions then 
existing, it is quite clear, I think, if not indeed to the economists, to the 
business men of the world that the international monetary mec|ianism 
is no longer able to deal with a world which is faced with an entirely new 
problem. It has been the dream of mankind to achieve abundance, to be 
freed from the hesitancies of*^ insecurity and the doubts of shortage to- 
morrow or the day after ; and immediately man's inventive capacity and 
the application of scientific processes produces for the world an age of 
abundancy we find that we do not know how to deal with it — (hear, hear) 
— and we suggest to the world that, realising the dream of abundancy is an 
illusion, instead of directing our economic agencies, our monetary 
agencies, our international financial agencies, to the problem of rational- 
isation, to the organised distribution of this abundancy, we are faced 
with a perfectly amazing situation. The world is seeking to organise 
scarcity, seeking to diminish abundancy, as a solution of the problem of 
what to do with that abundancy. (Applause.) 

If I may say so with the greatest of respect, the world has treated 
economists — a most difficult task, I should be the last to gainsay — ^with 
a good deal of toleration during the last three or four years. I am not so 
sure that they have altogether requited that toleration that they have 
been shown ; but it is no good now seeking to deal with a world economic 
problem with most of the world now having become either industrialised 
or, as Professor Gregory stated, probably would have become in part, 
industrialised, with international finance, with the national economic 
policy, the monetary machine with aU its clever and beautiful devices 
seen in contemplation as relating to the conditions which now no longer 
exist — aU that, in my view, has got to be scrapped, and the problem has 
to be faced from the point of view not of the various excellent and cleverly 
co-related sections ; the problem has to be faced of how to distribute 
the increasing abundance that man's inventive agency and control over 
nature is producing. 

I venture to suggest that the adjustment of costs in relation to price 
and all the other problems sink into significance before that problem. 
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aiid for my part I welcome, fraught though it may be with considerable 
risks and considerable difficulties, the profound experiment that the 
President of the United States is making in that direction, and I hope, 
and I believe, if it is allowed to be worked out as it appears to be inlended, 
that it will make a signal contribution to the world solution of these 
acute problems. 

I have just one other point to make in concliAsion, Mr. Chairman, and 
that is on the question of the opposition between personal liberty and 
econfiimic control. In a civilised world such as we are living in, personal 
liberty is of very little account if it is not accompanied by economic 
security. It is of no real good to tell the man on the dole at the Labour 
Exchange that, although he may be existing with difficulty upon his dole, 
nevertheless he preserves his personal liberty. It is a very important thing 
that it should be related also to what is much more important — ^inter- 
national economic security and the satisfaction of economic need. 

The development of accountancy is an expression of the increasing 
measure of control over economic forces ; and what the world desires is 
not less economic control, but, in my view, more economic control. The 
flower of personal liberty can only flourish, in my view, Mr. Chairman, 
ladies and gentlemen, in the soil of economic security. (Applause.) 

The Chairman : The next speaker is Professor J. H. Jones, of Leeds 
University. 

Professor J. H. Jones : Mr. Chairman, ladies and gentlemen, as I 
listened to the last speaker I was reminded of the methods employed by 
our Prime Minister in making public speeches. He first of all makes a 
peroration and then proceeds to the very ordinary things of life ; then 
he embarks upon another peroration ; then he returns to the ordinary 
things of life, and so on ad infinitum. I want to return now to some of the 
ordinary things of life, and I would like to begin by referring to a statement 
of my distinguished colleague, Professor Gregory, when he said that econo- 
mists were not agreed upon first principles. I should like to suggest to him 
that there is a still more fundamental agreement between economists than 
that, and it is disagreement upon what constitutes first principles. 
(Laughter.) He said, for example, that we were not agreed upon the way in 
which we desired prices to behave : whether we wished them to rise or to 
fall or to do anything else, if anything else is possible. Well, personally, I 
am not the least concerned how they behave so long' as they do behave — 
(laughter) — and one of the problems that we are faced with at the present 
time is that prices misbehave. I refer to that because he tried to place 
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before this meeting a dilemma which exists, in my opinion, only in the 
minds of a small group of economists who are working at the London 
School. (Laughter.) In the first place, he tried to convince you of the 
dangefs that attach to the present American policy of controlled reflation. 
It is the sort of argument that is employed by those people who tried to 
persuade you to give up wines or other kinds of beverages that you indulge 
in. The danger of being, a moderate drinker is that you will set up your 
own standard as to what constitutes '' moderate.” (Laughter.) Then he 
went on to say that one of the big problems facing the w^orld §t the 
present time, and one in the solution of which the accountants present 
ought to assist, was to equate the heavy burden of debts with the price 
level now prevailing in the woiid. I venture to suggest to him that the 
American method of controlled reflation, be it successful or not success- 
ful, is precisely one of those methods by which it is proposed to secure 
that equation that he desires ; and if we do succeed in raising the w’-orld 
price level, not for the moment, but for a long time to come, then we 
shall in fact, have gone a great part of the way to solving the burden of 
fixed debts in various countries at the present time ; because those fixed 
debts are in terms of money, and if you reduce the value of money at the 
same time you reduce the real burden of those debts. 

Now, I venture to submit to Professor Gregory that he should not turn 
down so easily what is a very serious attempt on the part of a large number 
of countries in the world at the present time at solving the difficulty that 
he has placed before you as accountants, and that if he and his colleagues 
are anxious to prevent any solution along those lines because they be- 
lieve it will not be a real solution, they should at the same time be con- 
structive and point out real alternatives. It seems to me that the first 
principle with which Sir Josiah Stamp dealt to-day was the principle of 
internationalism. The fimdamental question that is at issue before the 
world at the present time is whether we shall divide up into small groups 
of nations, become competitors to each other, and pursue a policy of 
economic isolation ; and, as an expression of that policy, adopt entirely 
different currencies which are wholly unrelated to each other ; or on 
the other hand, try to restore the international spirit and the inter- 
national method of economic organisation that existed and worked so 
successfully down to 1914 ; and if I am right in interpreting not only the 
present paper that has been submitted to us, but also the earlier writings 
of Sir Josiah Stamp, he himself is entirely in favour of trying to restore 
internationalism in economic affairs ; and there I believe he is entirely 
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right. If we agree that it is worth while trying to build up the pre-war 
system in the sense and to the extent that it was an international system, 
then we ought to try at the same time to restore what was the biggest 
international influence, and that influence was the Gold Standard. The 
Gold Standard does ultimately stand for internationalism in human 
affairs, and the alternatives that have been submitted by Mr. Ke3mes 
and other people stand for pure economic nationalism ; and it is quite 
consistent with the attitude of Mr. Ke3mes on monetary affairs that he 
should afterwards have developed a very strong sympathy not merely 
for tariffs, but also for the kind of tariff system that is going to divide 
the world into more or less isolated compartments. I myself am primarily 
concerned to see the gold standard restored, in spite of all the difficulties 
of restoration, and afterwards to maintain the gold standard ; because 
I believe that the gold standard, standing for internationalism in economic 
affairs, is one of the best guarantees of peace in the world in the future. 
(Hear, hear.) If that attitude be accepted, then it seems to me that the 
problem before us is to try and find out why the gold standard was 
reasonably successful before war broke out, and why it has failed during 
the last twelve or thirteen years. 

As my time is limited and I do not want to trespass on the time of my 
successor, I cannot, of course, do more than briefly indicate one or two 
differences that exist between the pre-war world and the world as we have 
known it during the last ten years, and in that connection I venture to 
suggest the importance of concentrating upon the condition of affairs 
of the present year or of last year. We are passing through a period of 
intense depression, but that depression is the result of a combination of 
forces that have been in operation for a long time, and it is those forces 
rather than the manifestations of the depression at the present time that 
ought to occupy most of our attention. If you go back to pre-war days 
you will find that there was in operation at that time a gold standard which 
was the result of slow growth. Because it was of slow growth the various 
nations adopted or were able to accommodate themselves to the require- 
ments of that gold standard. The prices and costs structure of each of 
the countries that came on to the gold standard during the last quarter 
of the nineteenth century had been adjusted to international price level. 
When we returned to gold after the war we all rushed back to the stand- 
ard without any prior examination of the differences that had crept in 
between various nations. It was a shot in the dark, and it was an ex- 
tremely bad shot. The price levels of various countries were wholly out 
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of line with each other, and the gold standard of most nations was re- 
stored on the assumption that they continued to be in line* They im- 
posed a very severe strain upon the internal industrial structure ; and I 
venture to submit to Sir Josiah Stamp that the failure to maintain the 
gold standard since 1925 in this country, while it has been due to the 
difficulty of making our costs and wages respond to the requirements of 
the standard, itself imposed a strain that no industrial structure ought to 
be called upon to bear. It is not true to say that wages and prices have 
been sticky '' ; it is not true to say that there have been no fluctuations 
in the level of wages in this country comparable to those that occurred 
before war broke out. The fluctuations that have occurred have been 
greater than at any time during the last eighty or ninety years. The 
point is that they were not great enough, and they could not be adequate 
simply because the request which was made was too strong. 

Now, that is one difference between the pre-war and the post-war 
system. There are other differences, to some of which previous speakers 
have referred — differences in the relation of the industrial structure, 
the long-term investments, the great accumulation of short funds that 
before the war would have found themselves in long-term investments 
and things of that kind. But I would like merely, since my time is limited, 
just to stress that one important fact which seems to me to be misunder- 
stood in the country at the present time, and that is that the industrial 
structure of this country, the Trade Union structure of this country, for 
example, has not been such as to prevent this adjustment in wages and 
in costs that would be required under the normal working of the gold 
standard ; they have not been sufficient to adapt themselves to those 
excessive demands that were made upon them by the terms on which 
the gold standard was restored in 1925. (Applause.) 

The Chairman : Ladies and gentlemen, our time is really up, but 
Mr. Cutforth, whose paper comes next, has very kindly said, with the 
consent of his Chairman, that we may go on for a few minutes, having 
regard to the great importance of this subject. I will therefore ask the 
other two speakers if they will kindly take not more than five minutes each. 

Mr. C. H. Gooding is the next speaker. 

Mr. C. H. Gooding, F.L.A.A. : Mr. Chairman, ladies and gentlemen, I 
wiU not keep you more than five minutes, and I am not going to attempt to 
follow the learned professors into the monetaiy affairs of the old world, and 
Alderman Latham into his very interesting outlook on the new world. 
What I do want to direct your attention a httle bit to is something which 
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the other speakers have not emphasised, and that is more the psychological 
side of this problem to which Sir Josiah Stamp has directed our attention. 
You may not have noticed it in the intricacies of the many other problems, 
but I think it is of great importance because if we are to tackle tho 5 e long- 
range problems which Sir Josiah Stamp mentioned, then I think we have to 
get another type of people to attend our Conferences. One would wish that 
this paper had been sent to the Conference wl^ch is sitting in another 
place ; because, while it might not have made them talk more, I think they 
woul4 have thought more. 

I think you will admit that we are not likely to receive consideration 
of long-range problems, or even short-range problems, from those respon- 
sible Ministers who are in power this ye 3 r, and maybe next year. It is 
not in human nature that that sort of thing could be done, and my point 
is, first of all, that we are sending the wrong people to our Conferences. 
The true guides should be the great economists of aU the nations that 
belong not to one nation but to all nations, and those are the people, I 
think, who would get us in the right direction. 

Sir Josiah Stamp says this on page 28 : The problem of exchange 
in international finance is in the long run, whether we can secure by 
a single mechanism stability of price measurement. . . Otherwise, 
if we do not, it appears we are going to slip down the slippery 
slope with slipping prices ; and if we are going to continue in world trade, 
then we have to do something in this way to consider and stabilise 
monetary problems ; otherwise, we are going to have a different sort 
of world. 

There is another point to which I would direct your attention. On 
page 45 Sir Josiah Stamp says : “ .... we have not yet made up our 
minds what kind of a world we reaUy desire to live in.'* What is that 
world ? Either we must have a world trade or else we must go back to a 
sort of world which Mr. G. K. Chesterton would probably call blessed, 
where every man in town has his little workshop and his little loom, 
and every man in the country, I suppose, has three acres and one cow, 
unless someone wanted two cows, and then we should start the row all 
over again. 

Responsible Ministers, as I think we have seen during the last few 
weeks discussing financial problems, is something which no man appar- 
ently can face with equanimity. Therefore someone else has to do the 
task. Then these responsible Ministers are governed to a very great 
extent by the public opinion of their own countries, which is often wrong- 
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headed, certainly one-sided, and an opinion which is often based ptirely 
on emotion and not on common sense or experience at all. Must we go 
on saying '' Hush ! every time that responsible Ministers have to 
discus responsible questions upon which our economic life exists ? I 
think not. Is there no way out ? Should not we press upon our Govern- 
ments to set up a Conference, a permanent Conference if you like, until 
we arrive at years of discretion ; a Conference which would enable us to 
be taught to think in the way we should — internationally ? And then 
we might act nationally. 

Sir Josiah Stamp says in another part of his paper : Nothing is good 
or bad, but thinking makes it so” Now, I believe that a Conference of 
international experts would teSch us how to think. In that case we should 
learn how to act, and then we should learn to see a thing and see this 
monetary question and see the world with all its problems as a whole. 
That does not mean that we should just see the other fellow's point of 
view ; because when we see the other fellow's point of view we often 
dislike it ; but I believe that if we could get such an Economic Conference 
composed not of Ministers, not of delegates from the political Governments 
of their countries, but of Ministers who would be able to judge these 
things from their scientific knowledge — ^if they could continually report 
to us, then I think we should get a way of internationally thinking and 
see a way out of our troubles that are weighing on us to-day, and which 
international conferences are hopeless to settle. I believe that accountants 
must do this ; we cannot rely upon newspaper editors — ^newspaper 
editors only fiddle while the world in which their readers live is burning. 
It is for accountants to do this. The Congress that can devise some plan 
which wiU lift us out of the troubles that we are now in will make a name 
for itself. Now, might not this Accountancy Conference, by its resolves, 
by its discussions, seek to bring to bear upon the people the necessity for 
expert, and continuous expert, advice and guidance ? If we do that, then 
perhaps this Congress wiU make a name for itself. (Applause.) 

Mons. De Regt (Holland) : The Chairman has kindly consented to allow 
me to bring before this large gathering my observations on a matter which 
can weU be brought forward at such an important Congress as this. 

Now, the World Economic Conference, although disagreeing on many 
points, did come to a general conclusion that something was needed to 
bring the nations into closer relationship for the purpose of world trade. 

It is with this in view that my remarks are to be given. 

Now, each country is endeavouring to safeguard its own trade. There 
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is, however, trade which they must do with other countries. 

Assuming, therefore, that the point is reached whereby this safe- 
guarding is provided for, there must be a means of buying or selling goods 
or commodities, which must be paid for. 

What is this means to be ? It must have a value, and a value which 
will be recognised by each member of the world community. 

The means in my opinion could follow a line ba:sed on a unit, so long as 
this unit can be made agreeable to the nations. 

The^unit could be named Kilo-Gold,'* with its various subdivisions 
of the metric system. This could represent one kilogram fine gold. 

Once this basis is established the oper^ion of the method could first 
come by having a world circulation bank for the express purpose of 
putting into circulation this unit as an international medium of exchange. 

The founders of the world circulation bank would be aU the existing 
national circulation banks of the world, such as — 

The Bank of England, 

The Bank of France, 

The Nederland Bank, 

The Federal Reserve Bank, &c. 

These National Banks would in their own countries act as branches 
of the World Circulation Bank. 

Now to describe the operations. Before doing this I would like to say 
that at the World Economic Conference Monetary Committee it was 
unanimously agreed that gold itself was not necessary for the internal 
means of exchange. 

The system which I am about to explain will work on this principle. 

Now gold not being necessary, the banks could deposit their holdings 
of gold with the World Circulation Bank. It would, of course, only be 
necessary to earmark this gold-holding and keep it in their own lockers. 

In exchange for this gold they will receive from the World Circulation 
Bank gold notes at the value of kilo-gold, the effect being that the World 
Circulation Bank would be the clearinghouse for international transactions. 

These gold notes are thereby covered by gold up to lOO per cent. This 
will mean that a trader desiring to pay for goods will do so by means of 
gold notes, which he will get from his own national bank by way of the 
currency of his own country, and thereby obviating fluctuations of so 
many foreign exchanges. 

Goods for sale will, therefore, in foreign trade, be quoted at a price in 
kilo-gold. 
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The larger aspect of the case would lead us to visualise the eas}? method 
of expansion of world trade which depends on the freer circulation of 
gold. There may be a surplus^of gold notes in one country beyond its 
immediate needs, and therefore this could be utilised by another country, 
and so develop freer trade between the nations. 

Coming next to the vexed question of silver, it is my opinion that a 
fixed ratio to gold couldrbe agreed upon, say i-i6, and thus enable coun- 
tries dealing largely on a silver standard to come into line with the 
gold-note system. t 

This would also operate favourably for an expansion of circulation. 

I would like the members of the Congress to reflect on this subject as 
my contribution at so important a gathering as this, towards a means 
of world recovery. 

The Chairman : The next speaker is Mr. E. Cassleton Elliott. 

Mr. E. Cassleton Elliott, F.S.A.A. : Mr. Chairman, ladies and 
gentlemen, we thank Sir Josiah Stamp for his interesting paper, and I 
should like to express our thanks to him and to the leading economists 
who have been here to-day for their services to mankind. I think you 
will find that the newspapers are very fond of chaffing economists, but 
in my view they are serving a very useful purpose, their aim and object 
being the greatest good for the greatest number. Economists may differ, 
but I have Professor Gregory's word for it that on balance he is in agree- 
ment with Sir Josiah Stamp this morning. Professor Jones does not seem 
to be quite in agreement, but, at the same time, I am quite satisfied that 
they all require the betterment of mankind. 

So far as Sir Josiah Stamp's paper is concerned, as you know we had 
no time really to study it ; we could only scan it ; and I would like just 
to refer for a few moments to such portions of the paper which interest us 
as accountants. He says that we are hidebound by conventions. It is 
perfectly true that we are. Ever since Noah went into the Ark and took 
his animals with him two by two, we have learnt to count by numbers. 
Sir Josiah Stamp has mentioned this morning boots. I fail to see how we 
can measure everything by units of boots, or units of any other com- 
modity. When we want to exchange our boots for a cow— to which the 
last speaker referred — ^we shall want a unit to know exactly how many 
pairs of boots are worth one cow 1 What better unit could we have than 
the one which has been in use for so many centuries, and in use effectively? 

I fail to see how we can better that. We did not adopt that unit ; it came 
to us as accountants a few years ago— because, after all, the accountants 
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profession is a very young profession. At the same time, we shaU be only 
too pleased, I have not the slightest doubt, to receive from Sir Josiah 
Stamp some other method of counting and some other method of cal- 
culation so long as it is equally or more effective. 

Now, so far as writing up and down fixed assets is concerned, as ac- 
countants and auditors our troubles are quite sufficient as they are, and 
I think you will agree that if assets are to be revalued every time we draw 
up a balance sheet our position will be intolerable. Shareholders, of course, 
too, will be misled, and no one will know exactly where they are. After 
all, accountancy is a precise science. It may be, of course, that we are 
wrong, in Sir Josiah Stamp's view, in considering it a precise science ; 
but if it was not precise I fail to see what*use accountants are, or what 
use accountants would be ; and therefore I most definitely am not going 
to agree with him, because we should find ourselves without clients and 
with nothing to do. I do not propose as an accountant to leave everything 
to the economists, great as my admiration is for them. 

There is one other final word, and that is in regard to the excessive 
profits made when prices are rising. As prudent accountants we always 
suggest, when excessive profits are made, if our advice is asked by the 
directors, that a substantial portion should be placed to reserve. Then, 
of course, we are asked our reasons, and we say that it is wise to place 
something to reserve for future times of adversity. But I am afraid that 
here we are not quite so consistent ; because when those adverse times 
come it may only be an April shower and we are rather inclined to say : 

After all is said and done, we think you had better retain that reserve 
and not utilise it, because later a hurricane may come when you will 
require it more than you do now." There, sometimes, we find ourselves 
in disagreement with the directors ; but, after all, our advice is for the 
benefit of the business. I should like to hear what Sir Josiah Stamp has 
to say to that — as to how one is to divide up reserves which have been 
made in times of prosperity, and the measure one is to use to divide them 
in times of adversity. 

We are very grateful to all these economists who have spoken to us. 
We appreciate all they say, and we are quite satisfied in our own minds 
that they are here for the benefit of mankind, not for their own benefit ; 
they are seeking to do something which we all wish, and that is in this 
world of plenty to see how the plenty can be divided amongst the 
populations of the world. (Applause.) 

The Chairman : Ladies and gentlemen, I am sure you would like 
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Sir Josiah Stamp to reply in a few words. (Hear, hear.) 

Sir Josiah Stamp, in reply. to the discussion, said: Mr. Chairman, 
ladies and gentlemen, I have listened to the contributions to this discussion 
with very great interest. I can only reply to one or two points. 

It is quite true, as Professor Gregory says, that on certain questions 
there is a considerable divergence of view, but upon the principles under- 
lying this paper there Seems to me to be a very small difference indeed. 
We are all of us trying to jSind that blend of nationalism and interna- 
tionalism, of liberty and control, which will give us the best system ; 
and I say it is for economists to show the kind of world that people want, 
rather than always to prescribe that world. When the worthy Alderman 
says he has had a good deal of admiration for economists in the past two 
years, admiration for what ? The job of the economist is to try to show 
what the consequences of certain actions on the part of the business 
world will be. When the business world behaves so inconsequentially as 
it has in the last three or four years, it then turns round upon its guardians, 
the economists, and says : '' Why do not you take better care of me ? 
(Laughter.) If the business world will say more definitely how they want 
to behave in particular circumstances, then the economists can tell them 
within a fair degree of accuracy and agreement what will be the result. 
You have only to see the enormous divergence of opinion amongst business 
men in the United States and here, where some want business to be entirely 
free, and others are prepared to subscribe to the Industrial Recovery Act, 
to see how difficult it is for the economists to get the material on which to 
form a judgment. Alderman Latham says’ that what we want are not the 
things we have been discussing at all ; that is all beside the mark ; we 
want to be able to distribute the world's abundance. Really he is calling 
the same thing by another name. When we say we want costs and prices 
to be iir relation to each other, that is only because we want to be able 
to distribute goods ; and if they are not in relation to each other, goods 
will not be distributed. It is just as if we had been discussing a paper this 
morning on whether certain foods were better than others, and the relation 
between the foods, and the alderman getting up and saying : Away 
with all these things ; what we want is health." (Laughter.) Then he 
says we are not really discussing liberty ; what we are discussing is 
economic security. I think that there, again, he is calling the same thing 
by another name. You can be so secure that you cannot move, as in 
prison. (Laughter.) You can be so free that your freedom is no good to 
you, as in the permission tacitly given to everyone in a theatre to leave 
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by a certain door whenever they like ; so they can ; but if they all try 
to do it at once no one can do it at all. (Laughter.) Therefore, you see, 
he is really taking the amalgam we are seeking and sajdng : That is the 
thing we want.’' Well, we have said so. He has not got down to the 
essence of my paper. 

Then we were told by another speaker that accountancy is a precise 
or exact science. All right. You are trpng to be exact and precise with 
your accounts, and you have invented certain rules which have been 
excellent. All I have said is that those rules may have been excellent, 
but it^is the duty of you to say : Here are certain things which we 
have been accustomed to regard in the past as relatively fixed. They 
are moving all over the place. Can we finciany better way than we have 
in the past of representing those in a precise way ? ” I am asking you to 
be more precise. I ask you to invent a new kind of precision which will 
bring anarchy imder some kind of control. Nothing that the speaker 
said gets away from the fact that you are — ^whether you can dispose of 
them or not, I do not know — exaggerating the effects of the trade cycle 
and the psychology leading to it. 

Then there was an interesting reference to the position of accountants 
when he spoke of Noah and the animals. You remember that Noah was 
shooing the animals out of the Ark two by two, and saying to them in a 
helpful spirit, Now, get out, be fruitful and multiply ” ; and when he 
thought the Ark was empty he looked round and saw that it was not 
cleared, because in one corner there were two little snakes. He scolded 
them and said, Get out ! Be fruitful and multiply ” ; and they said 
“ We cannot ; we’re adders.” (Laughter.) That is just what I have asked 
the accountants to do to-day, to be fruitful and multiply, and the answer 
that I get is : “ We cannot ; we’re adders.” (Applause.) 

The Chairman : Before I leave the chair, ladies and gentlemen, I am 
sure you would like to express your thanks to Sir Josiah Stamp for his 
splendid address ; and not only to Sir Josiah Stamp, but I am sure you 
would wish me to thank all the speakers. Not among the least of the 
achievements of your executive is the production of Sir Josiah Stamp on 
this platform. I may say that we chased him to Chicago, where he was 
showing our American cousins that British railway enterprise is not 
dead. (Applause.) 
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EXCHANGE FLUCTUATIONS IN .RELATION TO 
ACCOUNTING AS REGARDS OPERATING 
RESULTS AND ASSET VALUES 

BY 

A. E. CuTFORTH, C.B.E., F.C.A, 

1. Introduction 

There are few items of public information which remind us more 
vividly or more frequently of the economic vicissitudes to which 
the various countries of the world are subject from time to time 
than the quoted rates of exchange — in other words, the relative 
values of the currencies of the different countries. 

The disadvantages of a currency not fixed by some more or less 
universal standard, such as that of gold, have always been recognised 
by students of economics and also by financiers, traders and others 
who are brought into frequent touch with the practical aspects of 
the question. 

For a number of years prior to the great war the general tendency 
was towards the stabilisation of the exchanges ; and it seemed 
likely that at no very distant time the currencies of nearly all the 
civilised nations of the world would to all intents and purposes 
become fixed as between each other ; in other words, that the 
variations would be so slight as to cause little or no inconvenience 
to the flow of international trade and incidentally to present no 
dif&culties to the accountant. 

Effect of the Great War on Currencies. 

The outbreak of the European war profoundly altered this 
situation. Financial transactions between enemies immediately 
ceased. As regards other channels of trade and finance, some were 
stimulated, some were diverted, and others were destroyed alto- 
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gether. The belligerent nations borrowed money to the best of their 
ability, firstly from their own nationals, and then, so far as they 
were in a position to do so, from other nations. The money so bor- 
rowed may be said to have been blown into the air, destroying lives 
and property in the process. Small wonder was it, therefore, when at 
last the struggle came to an end, that the exchanges were in a 
chaotic condition. Nor was it easy to create new standards with 
any firm expectation that they would prove permanent. The 
unsolved problems of the settlement of inter-ally debts and of 
reparations, with their repercussion not merely upon the finances 
of the nations concerned, bht upon the trading operations of their 
peoples with each other and with third parties, obscured the horizon. 
Added to this, political disturbances hindered, in many countries, 
the return to ordered progress. 

And to-day, nearly fifteen years after the cessation of hostilities, 
there seems little prospect of the currencies of the chief countries 
of the world being stabilised in their relation to each other in the 
near future. Accountants therefore must be prepared for some long 
time to come to record or to verify from accounting records transac- 
tions taking place in fluctuating currencies. 

Assumption in regard to the currency in which Balance Sheets and 
Profit and Loss Accounts are submitted. 

The first axiom which will, I suppose, be universally admitted 
is that the statements of account showing the position of any 
business, i.e. the balance sheet and the revenue account or profit and 
loss account, must be presented in terms of the currency of the 
country where the owners of that business are domiciled. For 
example, a public corporation in the United States of America 
may own a number of public utility undertakings in South America. 
The detailed records of these various enterprises, kept in South 
America, will, of course, appear in the local books of account in the 
currencies of the countries where such enterprises are situated, as 
the local transactions take place in those currencies. But the annual 
balance sheets and profit and loss accounts which would require to 
be furnished to the shareholders in the United States of America if 
presented in terms of, say, Brazilian milreis or Argentine pesos. 
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would probably be unintelligible to the proprietors who received 
them, or, what is worse, misleading. It therefore follows that while 
the transactions in foreign countries — and the term '' foreigja is 
used as meaning countries other than that where the owners of a 
business are domiciled — ^have to be recorded in the local currency 
in which they take place, the system of accountancy must be such 
as will enable a proper picture, showing the state of the affairs of 
the bjisiness, to be presented at regular intervals in terms of the 
currency of the home country. 

As has been noted, the owner of a business naturally looks at 
transactions in the light of the currency of his own country. In 
other words, he instinctively tries to convert, in his mind, transac- 
tions in a foreign currency to their equivalent in terms of the 
currency of his own country. Such a man is therefore apt to regard 
the currency of his own country as being the stable currency and 
the currencies of foreign countries with which he does business as 
fluctuating currencies. Great Britain departed from the gold 
standard in the autumn of 1931, and the United States of America 
departed from the gold standard in the spring of this year, 1933. 
In 1932, therefore, the currency of the United States was fixed in 
relation to gold whereas the currency of Great Britain was a fluctuat- 
ing one. But the Englishman in 1932 would still require the accounts 
of businesses in which he is interested to be presented in terms of 
sterling, and would take no cognisance of the fact that the pound 
sterling was no longer linked to gold. An English farmer, with a pre- 
dilection towards keeping a reserve of cash in his house, may have 
had stored away in 1930 fifty golden sovereigns. Early in 1931 he 
may have expended thirty of these on the purchase of a cow. The re- 
maining twenty were only brought from their hiding place in 1932, 
when they were required for the purchase of another cow. The farmer 
knew that these twenty sovereigns no longer formed part of the 
currency of his country, but that he could sell them to a dealer in 
gold in exchange for currency. He did so, and they realised, let it be 
assumed, £26, with which he bought another cow. What have his 
two cows cost him ? Before he bought his first cow he possessed 
currency (represented at that time by golden sovereigns) amounting 
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to £50. After he had completed in 1932 the purchase of his second 
cow he had exhausted his funds and had in their place two cows. 
If he thought in terms of gold he would say that his two cows had 
cost him £50. But if he thinks — as the ordinary man would do — 
in terms of currency, he would say that his two cows had cost him 
£56, and that the excess of this sum over the £50 which he had in 
1930, namely £6, represented a profit on the realisation of the 
twenty gold sovereigns in 1932. His books of account have cer|,ainly 
to be kept in terms of the currency of his country ; and they should 
therefore record the first cow as having cost him £30 and the second 
cow £26. 

Assumption that Accounting Records are concerned with at least Two 
Currencies, 

It is perhaps unnecessary to mention that when one is referring 
to the treatment of fluctuating currency in accounts, one has not 
in mind the cases where the transactions are taking place and the 
accounts are kept wholly in one country, although such country’s 
currency may be a fluctuating one when measured by a gold standard. 
One is considering the case of where two or more countries are 
concerned, and where the values of the currencies fluctuate in 
relation to each other. And, for the reasons already given, one 
has to proceed on the assumption that the currency of the country 
in which the owners of the business are domiciled is, for book- 
keeping purposes, to be deemed to be the fixed currency, and the 
currencies of the other countries with which or in which transactions 
are taking place as the fluctuating currencies. 

II. Main Principles of Currency Conversions for purposes 
OF THE Balance Sheet and the Profit and Loss Account 

Textbooks which deal with the treatment of a fluctuating cur- 
rency in accounts lay down the following four main principles in 
regard to the preparation of a balance sheet and a profit and loss 
account in terms of a fixed currency : — 

(i) that capital expenditure, incurred in fluctuating currency, 
should be converted into the fixed currency at the rate of 
exchange prevailing when the expenditure was incurred. 
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(ii) that floating assets (other than stocks) and liabilities in the 
fluctuating currency should be converted into the fixed 
currency at the rate of exchange prevailing on the date 
as at which the balance sheet is drawn up. 

(iii) that stocks of goods in hand at the date of the balance 
sheet, which have been purchased in the fluctuating cur- 
rency, should be converted into the ‘fixed currency at the 
rates of exchange prevailing at the times when they were 
acquired. Goods purchased for re-sale should be written 
down to market value if such is less than their cost. 

(iv) that profits earned in a fluctuating currency must be con- 
verted into fixed currency at the average rate of exchange 
prevailing during the time when the profits were earned. 
The same principle would, of course, apply in regard to 
losses. 

As will be appreciated, a number of points of interest and import- 
ance arise in practice in the application of the foregoing principles ; 
and it will be convenient to group them under the four heads set 
out above. 

III. Capital Expenditure 

Firstly then, there can be considered questions incidental to the 
recording of capital expenditure. 

Composition of Capital Expenditure. 

Speaking in general terms, capital expenditure may be said to be 
composed firstly of wages, secondly of materials, and thirdly of a 
number of administrative and other charges incurred on capital 
account. One is speaking, of course, of cases where a business or 
undertaking carries out its own capital expenditure, and not of 
cases where the expenditure is placed in the hands of a contractor, 
or of cases where fixed assets are bought in a complete state, as, 
for example, a works or a factory. 

Wages paid on Capital Account. 

For the purpose of ascertaining the equivalent, in terms of the 
fixed currency, of the wages paid in the fluctuating currency on 
capital account, it is the usual practice to convert the monthly 
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totals of the wages at the average of the daily rates of exchange 
prevailing during the month, or in cases where the fluctuating 
currency does not vary very greatly in value, to convert the totals 
quarterly, half-yearly, or yearly. The choice between dealing with 
the totals at short or at longer intervals depends firstly on the 
extent of the variations in the value of the currency, and secondly 
on the question of wh&her the capital expenditure is being incurred 
more or less evenly over a financial period or whether it is much 
heavier in some months than in others. In case of doubt it is prefer- 
able to choose the shorter periods, as this procedure, while entailing 
a little more work and trouble, certainly yields the^more accurate 
results. One may take as an example the case of an English company 
owning a railway system in the Argentine Republic. During a 
particular financial year the average rate of exchange, let it be 
assumed, has been such that twelve Argentine paper pesos have 
been equivalent to £i sterling. A capital expenditure programme has 
been in progress throughout the year, and the total capital expendi- 
ture on wages during the year has amounted to 6,000 pesos. The 
conversion of 6,000 pesos into sterling at the rate of 12 pesos to the 
£ gives a sterling equivalent of ^^500. But on closer examination it 
is ascertained firstly that of the 6,000 pesos no less than 5,000 were 
expended during the first month of the year, and also that during 
that month 10 pesos were worth sterling. Obviously, there should 
be attributed to these 5,000 pesos a rate of 10 pesos to the £, instead 
of the average rate of the year. 5,000 pesos at the rate of 10 pesos to 
the £ equal £500, while at the rate of 12 pesos to the £ they only equal 
about £4iy. The basis of applying to the 5,000 pesos the average 
rate of exchange applicable to the year would therefore result in 
the capital account being undercharged by about £83 ; and the 
case clearly calls for the conversion of monthly totals at the average 
monthly rates of exchange. It will, of course, be realised that the 
conversion of the totals of even so short a period as a month at the 
average monthly rate of exchange does not achieve absolute 
accuracy. If absolute accuracy were sought to be secured, then 
presumably the conversion of the wages applicable to each day 
should be made at the rate of exchange of that day. But the 
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accountancy system is the servant and not the master of a business, 
and no accountant would go so far as to suggest that the extra work 
involved in the daily conversions was a reasonable price to p^y for 
the extra degree of accuracy obtained. 

As will be explained later, the application of inappropriate rates 
of exchange for the purpose of making conversions from one currency 
to another for bookkeeping purposes does not always perpetuate 
an eyror ; the error may be automatically adjusted in the same or 
in the next financial period. This does not, however, apply where 
capital expenditure is concerned. An over debit, or an under debit 
to a capital expenditure account crea!es an incorrect figure which 
remains on the books in perpetuity — except, of course, to the extent 
to which it may gradually be reduced from year to year by the 
writing off of depreciation or be removed by the sale of the asset. 
It will be appreciated also that an overcharge or undercharge to 
capital account automatically entails an overstatement or an under- 
statement of profits. 

Occasionally specious arguments are put forward, in perfectly 
good faith, in support of a departure, in certain circumstances, 
from the generally accepted principle in regard to the conversion 
of capital expenditure. For example, the Argentine currency was 
at one time, practically speaking, fixed in relation to English 
currency on a basis which gave to the Argentine paper peso a value 
of about IS. gd. The subsequent decline in value of the Argentine 
currency (the rate in February 1933 was about is. 6d.) did not cause 
a proportionate rise in prices in the Argentine expressed in Argentine 
pesos. For the purposes of this illustration let it be assumed that 
there had been no rise at all in the rates of wages in the Argentine, 
expressed in Argentine pesos. An English company may have 
been engaged on a capital expenditure programme necessitating the 
disbursement of a considerable sum in local wages, and this work 
may have been in progress during the time when the Argentine 
exchange began to fall. The directors of such a company may 
^conceivably say to themselves : '' For every 100 pesos which are 
being spent on labour, just as much work is being done as was the 
case before the Argentine currency fell in value in relation to sterling. 
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For a number of years past we have converted the Argentine 
currency into sterling for the purpose of our capital expenditure 
and other accounts at the par rate of exchange. When judged by 
that standard, the capital expenditure incurred in currency is still 
worth par to us, and we propose to continue to convert it at par.” 
A little reflection will show the fallacy of such an argument. In 
the first place, capital expenditure is not recorded in books of 
account at what the parties interested may think is its real va^ue to 
them ; it is recorded on the basis of what it actually cost. In the 
case under consideration, the expenditure incurred when the Ar- 
gentine peso feU in value T)ecame, when expressed in sterling, 
correspondingly lighter. The same number of pesos may, it is 
true, have purchased the same amount of labour as before, but 
from the standpoint of sterling the cost was less. In the second 
place the pesos so spent were in liquid form : not improbably they 
formed part of a currency bank balance. Had they still been in 
that state when the balance sheet was prepared, they would have 
been valued, in common with other currency floating assets, on 
the basis of the rate of exchange prevalent at that date ; that is 
to say, at a rate considerably under par. The fact that they have 
been converted from a floating asset into a fixed asset, namely from 
cash at bankers to capital expenditure, is no justification for attribu- 
ting to them any higher sterling equivalent than the equivalent at 
the time when they were spent. Indeed, to attribute such higher 
value to them is tantamount, as has already been mentioned, to 
overstating profits : in other words, an overcharge to capital 
account # involves an undercharge or an over-credit to revenue 
account. 

Profits and losses on currency floating assets and liabilities incidental 
to capital expenditure. 

Difficult questions sometimes arise in connection with exchange 
profits and losses on currency floating assets and liabihties which 
are incidental to a capital expenditure programme. There is 
firstly the question of principle, that is to say, whether such ex- 
change profits or losses should be credited or debited to capital 
account, or whether they should be taken to profit and loss account. 
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For example, it occasionally happens that considerable liquid 
resources are specially accumulated in the fluctuating currency 
preparatory to being spent on capital account. These funds, which 
are probably represented by cash at bankers, increase or decline 
in value as the rate of exchange fluctuates ; and it may be that they 
are of considerably less value at the time when they are expended 
than at the time when they were first affcumulated. It would 
seem reasonable, in view of the fact that these liquid resources did 
not form any part of the floating capital necessary for the carr3dng 
on of the business or undertaking — that is to say, for its maintenance 
or operation — ^but were definitely earmarked for capital purposes, 
that any loss occurring owing to a decline in the rate of exchange 
between the time when they were accumulated and the time when 
they were expended, should be debited to capital account as being 
incidental to the capital expenditure programme and in no way 
connected with the revenue account. On the other hand, those 
responsible for the preparation of the periodical accounts of such 
a business or undertaking might well decide that in spite of the 
justification for the charging of such a loss to capital account, it 
would be preferable, as a measure of financial prudence, to write 
it off to revenue account, in order that the charges to capital account 
may be limited to the actual cost of the fixed assets acquired or 
constructed, and shall not contain any losses of floating capital, 
although such losses may be incidental to the capital expenditure 
programme, and quite unconnected with revenue. 

In considering the above question it is of interest to bear in mind 
the legal interpretation of “ profits available for dividend.'" One is 
speaking now, of course, of the position from the point of view of 
the law of England. The legislature has carefully avoided attempt- 
ing to define '' profits " and those of us who, as practising Account- 
ants, are brought almost daily into touch with the practical aspects 
of the question, reahse that a satisfactory definition is an impossi- 
bility. In specific cases, however, which have come before the 
English courts for decision, certain principles have been indicated 
by the judges : and one of these principles is to the effect that in 
arriving at profits available for dividend, losses of floating or circu- 
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lating capital must be made good but that losses of fixed capital 
need not necessarily be made good. So far as its form is concerned, 

cash accumulated at bankers with a view to its subsequent expendi- 

# 

ture on capital account is clearl;^ floating capital. But it is not 
floating capital in the sense that it is necessary for the ordinary 
carrying on of the business and is being used for that purpose. It 
appears to the writer fherefore, that the dicta of the judges referred 
to above cannot be regarded as implying that, under all circumstances, 
exchange losses on floating capital which is destined to be converted 
into fixed capital must be written off to profit and loss account. 

It seems difficult to say mcSre than that : — 

(а) each case must be judged on its own merits, 

(б) in cases where the arguments both pro and con seem to be 
equally strong, it is well to err on the safe side. That is to 
say, that if there is a loss it should be written off to revenue 
account, and if a profit it should be taken to the credit of 
capital account, and 

(c) if a loss on exchange is debited to capital account this 
should be shown separately in any statement of accounts 
and not included as part of the actual cost of the fixed assets : 
similarly, a credit to capital account should be shown 
separately. 

As will be appreciated there is an alternative course in appropriate 
cases which, in a sense, combines the two methods of treatment, 
and that is to hold up the loss in suspense on the assets side of the 
balance sheet temporarily and then to write it off to profit and loss 
account over a series of years. 

A not altogether dissimilar situation, in principle, arises where, 
in order to pay for capital expenditure incurred in a country whose 
currency fluctuates, a loan is raised from a bank in that country. 
If, subsequent to the time when the loan is raised, the currency 
appreciates in value, there is a corresponding increase in the amount 
of the liability ; and as the liability had been expressly incurred 
for capital purposes it might be argued that instead of the loss 
arising from the increase in this liability being written off to profit 
and loss account, it should be charged to capital account as being 
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incidental to the capital expenditure. It is submitted^ however, 
that this principle is not one which would find acceptance among 
accountants. 

A case arose not long ago where a company domiciled in England 
but engaged in business in the Union of South Africa, raised a loan 
(of a permanent nature) in South Africa, and purchased premises 
with the proceeds. At that time the currencies of both England 
and South Africa were on the gold basis, and therefore the South 
African pound was considered as being equivalent to the English 
pound. Consequently in the balance sheet (exhibited in England) 
the transaction (using hypothetical fibres) appeared thus : — 

Loan account . . £100,000 Cost of premises . . £100,000 

When, however. Great Britain departed from the gold standard, 
but the Union of South Africa still adhered to the gold standard, 
the English pound could no longer be treated as equivalent to the 
South African pound. In fact, four South African pounds became 
worth about five English pounds. 

Consequently when the next balance sheet required to be pre- 
pared in England, expressed in sterling, it appeared as follows : — 
Loan account . . . . £125,000 Cost of premises . . £100,000 

Loss on exchange in con- 
nection with loan of 
£100,000 in South Afri- 
can pounds . . , . 25,000 

£125,000 £125,000 

The above is an instance of where a loss on exchange arose in 
connection with the acquisition of a fixed asset, and had nothing 
whatever to do with the ordinary operating results of the business : 
yet no accountant, it is suggested, would be found to declare that 
the loss was one which could be carried to capital account. 

Another argument which is occasionally heard in support of the 
capitalisation of a loss incurred on floating capital in circumstances 
similar to those outlined is that if the owners of the undertaking 
had not carried out the capital expenditure programme themselves 
but had made an arrangement for a contractor to undertake it at 
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a fixed price, that contractor would probably have had to provide 
liquid funds in the fluctuating currency somewhat in advance of 
the time when he required to spend them, or, alternatively, that 
he would have had to incur liabilities in the fluctuating currency ; 
and that in view of the possible losses which he might conceivably 
have to incur by reason of variations in the rates of exchange he 
would increase his contract price. In such an event the owners 
of the undertaking would have charged the whole contract ^price 
to capital account, although it would have included a reserve for 
possible losses on exchange, and also presumably an amount repre- 
senting the contractor’s profit. The answer to such an argument, 
of course, is that the books must deal with the transactions in the 
form in which they actually occurred ; and that the fact that under 
different circumstances capital would have been charged with a 
larger sum and revenue relieved of a certain amount of loss has no 
bearing on the matter whatever. 

Quite apart, however, from the difficulties of laying down a fixed 
principle, there are frequently difficulties in the application of a 
principle. In the examples quoted above, it is easy to earmark a 
loss as being incidental to capital expenditure ; but in other cases 
in actual practice it may be quite difficult to earmark, beyond 
dispute, a loss as being attributable to capital. And this practical 
difficulty strengthens the argument, in such instances, for writing 
the loss off to revenue account. 

Materials used for cafital purposes. 

In so far as capital expenditure is composed of the use of materials, 
these may consist of materials purchased in the fluctuating currency 
of the country where the capital expenditure programme is being 
carried out or of materials imported from the country having the 
fixed currency . As regards the stores purchased locally it is essential 
to ascertain the value of these, expressed in terms of the fixed 
currency, at the time when they were purchased, for such value 
expresses their cost, and it is at their cost price that they require 
to be embodied in the capital expenditure account in the books. 
Further reference will be made to the question of stores in general 
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later. As regards stores purchased in the fixed currency, no such 
difficulty arises. 

Miscellaneous expenses incurred in currency on capital account. 

With respect to items other than wages and materials which can 
enter into the composition of capital expenditure, it is perhaps 
unnecessary to make any comments except to mention that so far 
as the charges represent expenditure in the» fluctuating currency 
they require to be converted into the fixed currency at the rate of 
exchange prevailing at the time when the expenditure was incurred. 
In actual practice this may be achieved by dealing with totals 
monthly, quarterly, half-yearly or yeai;ly, as may be appropriate, 
and converting these totals at the average rate of exchange of the 
month, quarter, half-year or year. 

Capital expenditure usually transferred to head office books. 

Before leaving the subject of capital expenditure it should be 
mentioned that it is usually found most convenient, in the case of 
a business owned and controlled by parties in one country but 
operating in a country where the currency fluctuates, to transfer 
the capital expenditure accounts from the local books to the head 
office books, in which latter books the expenditure is, of course, 
recorded in the currency of the country where the ownership and 
control exists. The reason for this is that such expenditure is not 
subsequently affected by any fluctuations in the exchange. As 
and when, in the course of each financial year, new capital expendi- 
ture is incurred, or any fixed assets are sold or scrapped, the necessary 
information is furnished by the local office to enable the appropriate 
entries to be made in the books of the head office where the capital 
expenditure accounts are recorded. 

Provision for depreciation or replacement of fixed assets. 

Special points of importance sometimes arise in connection with 
the provision for depreciation of fixed assets which are in use in 
the country having the fluctuating currency. 

It is to be noted that just as the fixed asset accounts are recorded 
in terms of the fixed currency, the reserves for depreciation of such 
assets require to be dealt with in a similar manner. For example, 
let it be assumed that a fixed asset, say some machinery, was 
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purchased for 100,000 Argentine paper pesos, and that it was thought 
necessary to make such a provision for depreciation as would 
amortise the cost of the asset in 20 years. It might seem at first 
sight* as if this result could be achieved by debiting to profit and 
loss account each year for 20 years a sum of 5,000 Argentine paper 
pesos. Let it be presumed that at the time when the expenditure 
was incurred, the Argentine peso was worth is. gd. The sterling 
equivalent of the expenditure would be £8,750. If during the 20 
years the Argentine peso stood on average at the rate of ik 6d., 
it is clear that the depreciation reserve account, accumulated during 
the 20 years, would only an^ount at the end of that time to £7,500 ; 
in other words, it would be insufficient to amortise the cost of the 
asset at the end of its assumed economic life. It will therefore be 
realised that in order to maintain the depreciation fund on a proper 
basis, it will be necessary to charge, in arriving at the local profits 
of the business in each of the 20 years, such a number of Argentine 
pesos as at the average rate of exchange prevailing during such 
year gives a sterling equivalent of £437 los. 

The following matter may also be of importance in connection 
with provisxn for depreciation or renewal of fixed assets. 

In most classes of undertaking it is customary to provide such a 
sum for depreciation as will write off the cost of a fixed asset by 
the time that the economic life of such asset has expired. Then, 
when another asset is purchased to take its place, the cost of the 
new asset is charged to capital account. The new asset, let it be pre- 
sumed, is identical with the old ; but it may cost less than the old 
asset originally cost, or it may cost more, as price levels may have 
changed considerably since the time when the old asset was acquired. 

In some classes of undertaking, however, particularly in what 
are known as public utility undertakings such as railways, it is 
customary to allow the cost of the fixed assets acquired or constructed 
to remain permanently on the capital account and not to write off 
any depreciation ; but to build up, by charges in the annual revenue 
account, a renewal fund, and then when the asset wears out and 
requires to be replaced by another similar asset, to charge the cost 
of the new asset against the renewal fund, irrespective of whether 
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the new asset costs less or costs more than the asset which it has 
replaced. In deciding, therefore, what annual sums are necessary 
to be charged to profit and loss account and to be credited to the 
renewal fund in order that the renewal fund may be adequate for 
the purposes for which it was created, it is necessary to have regard 
to the probable cost of replacing the existing assets and not to the 
cost of the assets which are to be replaced! This aspect of the 
matter may be of considerable importance if the expenditure upon 
the original asset and also the expenditure necessary in order to 
renew that asset are in a currency which has fluctuated considerably 
in the past and may conceivably fluctuate considerably in the future. 
For example, a railway undertaking will have in its capital account 
the original cost of the rails, sleepers, &c., comprising its permanent 
way (i.e. its track) and such cost will include the labour costs of 
laying the rails and sleepers. These labour costs wiU be paid in 
the currency of the country ; and, if the currency of that country 
is subject to wide fluctuations it may well be the case that the 
daily pay of a labourer engaged in the work of taking up old rails 
and sleepers and putting down new ones in their place, when con- 
verted into terms of the fixed currency (as would be necessary for 
accountancy purposes) is very different at the time when the renew- 
ing takes place from what it was when the rails and sleepers were 
originally laid down. If such is the case it may be necessary to 
modify the annual sums debited to revenue account and credited 
to the renewals fund in order to meet the anticipated costs of 
replacement. 

While referring to provisions for depreciation, whether created 
in order to write down the original cost of the assets or whether 
carried to a renewal fund to provide for the cost of renewing the asset, 
it should be mentioned that it is usually found most convenient 
to keep any balances on these accounts in the main books of the 
business or undertaking, that is to say, the books kept in the country 
where the owners of the concern are domiciled, and not to leave 
them in the local books. As already mentioned, this wiU involve 
their being recorded in terms of the fixed currency, and not retained 
as balances on the local books in terms of the fluctuating currency. 
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The reasons for such a course being desirable will be obvious : the 
provisions for depreciation have been built up year by year by 
charges in the annual profit and loss accounts or revenue accounts 
in the fluctuating currency in the local books. As the local currency 
has a different real value each year, it is clear that the aggregation, 
over a long series of years, of these annual currency charges would 
be meaningless. It is necessary* to stabilise the annual totals by 
converting them into terms of the fixed currency. 


IV. Currency Floating Assets and Liabilities 

Dealing now with the question of currency floating assets and 
liabilities, the principle on which these should be converted, for 
balance sheet purposes, from the fluctuating to the fixed currency, 
is that of applying the rate of exchange prevailing at the date of 
the balance sheet. 

As will be inferred from what has been stated earlier, the term 
'' currency floating assets as used in this connection is not intended 
to include stores purchased in currency, as these do not require to 
be valued in terms of the fixed currency by applying the rate of 
exchange prevailing at the date of the balance sheet. They must 
be valued at the rate in force at the time when they were purchased — 
in other words, at the equivalent of their cost. This principle is, 
however, subject to the qualification, in regard to goods purchased 
for re-sale, that they must be written down to their market value 
at the date of the balance sheet, if such value is less than their cost. 

As a rule currency floating assets consist mainly of book debts 
and of cash balances at bankers and in hand ; and currency liabilities 
include creditors for supplies and for accrued salaries and wages, 
and reserves for outstanding expenses payable in the fluctuating 
currency. 

It win be appreciated that if the currency floating assets exceed 
the currency liabilities then a fall in the value of the fluctuating 
currency means a decline in the value attributed to the assets less 
the liabilities ‘ in other words, there is a loss to be provided for. 
Conversely, if the currency liabilities exceed the currency floating 
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assets, then a fall in the value of the fluctuating currency causes a 
profit to emerge on the books. 

Unrealised losses on currency floating assets. 

Occasionally the suggestion is put forward that it is unnecessary 
for a loss on exchange in connection with currency floating assets 
less liabilities to be computed and provided for until such loss is 
realised, as will be the case when the currency book debts, &c., 
have been liquidated, the currency liabilities paid off, and the 
balance remaining ^as been remitted and so converted into the 
fixed currency. In support of this argument it is submitted that 
the currency floating assets less liabilities represent permanent 
liquid capital for the local needs of the business ; that when that 
capital was first provided there was no depreciation in the local 
currency ; and that although the book debts are in constant process 
of realisation in cash, and the cash is in constant process of being 
used to discharge local liabilities, the balance being remitted home, 
yet other book debts, other cash balances and other liabilities are 
concurrently being created. '' Why not, therefore,'' say the 
supporters of this argument, '' allow this floating capital which is 
permanentlynnecessary for the needs of the business, to be valued 
at the old par rate ? As and when remittances occur, the profits 
or losses on these will be brought automatically into the accounts. 
Is not this sufficient, bearing in mind that unless the business is 
to be closed down the necessary floating capital will never be re- 
mitted ? " 

This doctrine, according to the canons of good accounting, is 
unsound. The currency floating assets less liabilities represent 
circulating and not fixed capital ; and in a balance sheet expressed 
in terms of a fixed currency, the floating capital cannot be said to 
be intact if it is included at a figure in excess of its real value on 
the date of the balance sheet. It is true that the loss owing to the 
depreciation of the local currency is an unrealised loss at the date 
of the balance sheet, but the loss is nevertheless a real one, and must 
be provided for. 

Another suggestion which is sometimes encountered concerns a 
case where at the date of a balance sheet there is shown to be a loss 
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on the revaluation of the currency floating assets less liabilities, 
but where subsequent to the date of the balance sheet there was 
an improvement in the rate of exchange in consequence of which 
the loss was subsequently made good. It is argued that in such 
a case there is no need to provide for the loss. It is conceded, of 
course, that if, under circumstances such as these, the unrealised 
loss at the date of the balance sheet is provided for, a corresponding 
profit automatically emerges in the next financial period.^ It is 
submitted, however, that there is no logical justification for setting 
the one off against the other. The loss is in fact a loss attributable 
to the old accounting period, that is to say, the period to the date 
of the balance sheet, whereas the profit is a profit properly attribu- 
table to the new accounting period, i.e. the period subsequent to 
the date of the balance sheet. 

It will be appreciated that the principle laid down involves as 
a corollary that if at the date of a balance sheet there is no loss 
arising on the revaluation of the floating assets less liabilities, but 
it can be clearly shown that owing to a fall in exchange subsequent 
to that date the floating assets ultimately realised less than the 
valuation figure, there is, nevertheless, no need to provide for such 
loss in preparing the balance sheet. This is admitted : the loss is 
the loss attributable to the new financial period and not to the old. 
In an extreme case, however, it may be deemed advisable as a 
measure of financial prudence, to make some reserve as at the date 
of the balance sheet, to provide for such a loss. It is, for example, 
conceivable that in the absence of the creation of such a reserve, 
the shareholders in a limited liability company might consider that 
the company's liquid resources permitted of the payment of a divi- 
dend at a certain rate out of the profits disclosed by the balance 
sheet and accounts, whereas owing to the subsequent severe decline 
in the value of the currency floating capital insufficient resources 
were available. The fact, however, remains that a balance sheet would 
be drawn up quite correctly which did not provide for such a loss. 

It is of interest to compare the principle on which currency book 
debts are valued for balance sheet purposes with the principle on 
which book debts in general are valued, that is to say in regard 



EXCHANGE FLUCTUATIONS 


85 


to what provision, if any, should be made for ultimate loss on realisa- 
tion. Let it be assumed, for the sake of illustration, that among 
the debts owing to an English company at its balance sheet ^date 
were the following : 

{a) a debt of £100 from an English customer, 

{b) a debt of 1,150 Argentine paper pesos from an Argentine 
customer, the sterling equivalent at the date of the balance 
^ sheet being £100. 

Some four months afterwards, when the English company was 
completing the preparation of its balance sheet, it is ascertained 
that owing to the insolvency of the English customer only £80 would 
be received in respect of the debt of £100 : and that as regards the 
customer in the Argentine, the debt had been collected in full in 
paper pesos, but owing to the fall in the Argentine exchange subse- 
quent to the date of the balance sheet, the proceeds when remitted 
to England only amounted to £80. 

As regards the English debt, it would clearly be incorrect to 
value it for balance sheet purposes at any figure in excess of £80, 
As regards the Argentine debt, however, it is submitted that the 
company would be perfectly justified in including it in its balance 
sheet at ;^ioo although as a matter of fact it had ultimately only 
realised £80. 

The distinction between the two debts may seem a somewhat 
narrow one, but it nevertheless exists. The decline in the value 
of the Argentine debt was attributable to circumstances arising 
entirely subsequent to the date of the balance sheet. Furthermore, 
a company undertaking business transactions with parties in a 
country having a fluctuating exchange must experience from day to 
day, as incidental to that business, losses or profits in exchange, 
either realised or unrealised, assuming, of course, that the trans- 
actions are on a currency basis. The only practical method of 
dealing with the situation, as between one financial period and 
another, when preparing accounts, is to revalue the currency 
floating assets and liabilities by reference to the rate of exchange 
prevailing at the date of the balance sheet and to deal in the accounts 
to that date with the profit or loss emerging ; profits or losses 
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subsequently accruing would then be regarded as belonging to the 
new financial period. Any attempt to earmark realised profits 
and^losses in the new financial period as appertaining to the floating 
assets or liabihties existing at the end of the previous period, and 
to revalue these floating assets and liabilities accordingly, is tanta- 
mount to attributing to the old financial period profits or losses 
which, from an accountancy point of view, really pertain to the new 
period. The provision for loss on a book debt owing to the default 
of the debtor is on an entirely different footing. It is the universal 
practice to make such provision in the light of aU the information 
available at the time whefi the balance sheet is being completed : 
the argument that the provision was unnecessary because at the 
date of the balance sheet itself there was no knowledge of any 
impending default by the debtor would find no support among 
accountants. 

While a clear discrimination between correct and incorrect 
accountancy principles incidental to the valuation of currency 
floating capital has been suggested above, it must not be assumed 
that in no cases is departure from such principles justified. Not a 
few public companies fail to maintain consistent principles; but 
this forms part of their policy with the express object of erring 
always on the safe side. For example, if a revaluation of the 
floating assets and liabilities at a balance sheet date discloses a 
profit, many public companies will not take such profit to the credit 
of their profit and loss account at that date as it is not a realised 
one. If, however, such revaluation discloses a loss they will see 
that provision for such loss exists in the accounts, either by means 
of a reserve created in some previous year, or, if no such reserve is 
available, by making a charge to profit and loss account. 

V. Stocks and Stores purchased in Fluctuating Currency 

There now require to be considered points arising in connection 
with the treatment of stocks and stores purchased in the fluctuating 
currency. 

As has already been mentioned, it is necessary to adopt such a 
method of accountancy in regard to these as will enable the actual 
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or approximate cost of the stocks or stores on hand at any time, ex- 
pressed in terms of the fixed currency, to be arrived at. This 
result can only be achieved by converting the purchase price of 
the stores from fluctuating currency into the fixed currency at or 
about the time when each purchase is made, at the rate of exchange 
then prevailing. 

In the case of an undertaking such as a railway, or an electric 
light undertaking, the stores are bought for the purposes of operating, 
maintaining or improving the undertaking; in other words, they 
are purchased for use and not for sale. In the case, however, of 
an undertaking engaged in manufacture' or trading, the stores are 
purchased with a view to re-sale either in the same form as that in 
which they were bought, or else in a more highly manufactured 
state. The treatment of stocks or stores falling under either 
category, so far as exchange is concerned, is, however, identical 
in principle. 

Scores purchased for use. 

Referring firstly to stores purchased to be utilised in the operation, 
maintenance or improvement of an undertaking, such as a railway, 
these, if purchased for immediate use, may be charged direct to 
the expenditure account to which they relate ; that is to say, they 
will immediately form part of expenditure on revenue account or 
expenditure on capital account. But if, as most frequently happens, 
a stock of stores requires to be maintained, it is necessary to charge 
the stores, when purchased, to a stores account, and then when a 
certain quantity of stores requires to be used, to credit the stores 
account and charge the appropriate expenditure account. It will 
be appreciated that it is essential to ensure that whenever stores 
which have been purchased in the fluctuating currency are charged 
out to an expenditure account, the expenditure account is debited 
with the original cost of such stores expressed in the fixed currency ; 
and that it is also essential that at any time the cost of the stores 
in hand, expressed in the fixed currency, should be capable of ready 
ascertainment. The method adopted to achieve this is to keep 
the stores accormt in terms of the fixed currency. It hardly falls 
within the province of this paper — ^which deals with general account- 
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ancy principles rather than with detailed methods of bookkeeping — to 
describe the means by which this stores account is incorporated in the 
general bookkeeping system, which system deals, of course, with the 
fluctuating currency in which the local transactions are taking place. 
Stocks purchased for re-sale. 

As regards stocks purchased for re-sale at a profit, the nature of 
the business may be such that the maintenance of a stocks account 
such as that described above is impracticable. Other means there- 
fore have to be taken to ensure that the stocks in hand at the date 
of the balance sheet are valued at their approximate cost, represented 
in terms of the fixed curre^ncy. Differing circumstances in various 
businesses call for different methods of treatment ; but the ob- 
jective is the same. The scope of this paper does not permit of a 
description of any of these methods. 

In referring to the principle that stocks and stores purchased 
in a fluctuating currency should be valued, for the purposes of a 
balaace sheet prepared in fixed currency, at their cost, it should be 
observed that this is on the assumption, as regards stocks bought 
for re-sale, that there has been no decline in the market value (ex- 
pressed in sterling) between the time of purchase and the date of 
the balance sheet. If, for example, a certain stock of material had 
been bought at the price of 12 Argentine paper pesos per yard at 
a time when exchange was at the rate of 12 pesos to the its cost 
per yard would be represented by fi. Let it be presumed that at 
the date of the balance sheet the Argentine peso was at the 
rate of 14 to the £, and that the market value of that particular 
class of stock was still 12 Argentine pesos per yard. The market 
price at the date of the balance sheet, expressed in sterling, would 
therefore be about 17s. per yard ; and the stock would accordingly 
require to be written down, for balance sheet purposes, from its 
cost of per yard to the market value of 17s. per yard. 

VI. Investments 

Before leaving the subject of assets, it is desirable to say a few 
words in regard to investments in companies domiciled in countries 
. having a fluctuating currency. 
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In connection with the preparation of the annual accounts of the 
concern which owns such an investment, the question of the value 
of the holding may arise, as may also the question of what ingome 
can be taken credit for as being derived from the ownership of that 
investment. In that connection the balance sheet and accounts of 
the company in which the investment has been made may require 
to be reviewed. These accounts presumably are expressed in terms 
of the ^fluctuating currency, and the question at once arises as to 
what rate or rates of exchange should be applied to the currency 
figures appearing therein in order to show their fair equivalent in 
terms of the stable currency. ' 

For example, let it be assumed that a limited company in England 
owns the whole of the share capital in a Brazilian company and that 
the balance sheet of the Brazilian company (which would be ex- 
pressed in milreis, the currency of that country) may be summarised 
as follows : — 

Balance Sheet 



Milreis 


Milreis 

Share capital. . ‘ .. 

100,000 

Debtors 

. . 136,000 

Creditors 

50,000 

Cash 

19,000 

Credit balance on 




profit and loss account 

5,000 




155,000 155.000 

Let it be presumed that the English company had acquired the 
whole of this share capital in the above company at par at a time 
when the value of the milreis was 6d. And let it be presumed that 
at the date of the foregoing balance sheet the value of the milreis 
was 5d. 

The investment would first appear in the books of the owning 
company at cost, namely £2,500 — ^i.e. 100,000 milreis at 6d. 

At first sight it might seem as if this investment was fully repre- 
sented, at the date of the balance sheet quoted above, by tangible 
assets, because not only are the 100,000 milreis intact, but 5,000 
milreis have been added in the form of profits earned and retained 
in the business. But such is not the case when the balance sheet is 
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reviewed from the standpoint of sterling, as the 105,000 milreis at 
5d. are only equivalent to £2,187 los. od. Therefore from the point 
of view of the English company which owns the investment, the 
shareholding is unrepresented by tangible assets to the extent of 
£312 lOS, 

In the case quoted above it has been assumed, for simplicity's 
sake, that the Brazilian company has no fixed assets. If, however, 
it happened to own fixed assets as, for example, land and buildings, 
the rate of exchange at the date of the balance sheet would not, as 
regards assets of this class, have any significance. The fixed assets 
would require to be valued *by reference to the rate of exchange pre- 
vailing at the time when they were acquired or constructed. 

VII. Operating Profits earned or Losses sustained in a 
Fluctuating Currency 

Average rates of exchange to he adopted for conversion purposes. 

There now requires to be considered the method by which profits 
earned (or losses sustained) in a fluctuating currency should be 
converted into terms of a fixed currency. The * general basis, 'as 
already mentioned, is that they should be converted at the average 
rate of exchange prevailing during the period. 

In regard to the length of the period in respect of which the daily 
average rate of exchange should be taken, similar remarks apply 
as in the case of the conversion of expenditure incurred on capital 
account, namely that the more evenly the profits are earned, and 
the less widely the exchange fluctuates, the longer the period that 
can safely be taken. It may, for instance, be quite justifiable to 
take a period of as long as a year. If, however, the profits are not 
earned more or less evenly over the year, and if the fluctuations in 
the exchange are considerable, shorter periods will probably require 
to be taken, say, periods of six months or three months, or of one 
month. In certain kinds of business — and especially in those 
classes of business where heavy stocks of raw or of semi-manufactured 
material have to be held — the ascertainment of the profits in terms 
of the fluctuating currency at so short an interval as each month 
may involve a considerable amount of additional accountancy work. 
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If, however, reasonably accurate results can only be obtained by 
these means, no other course is open. The circumstances of each 
case must be carefully considered on their merits before a conclusion 
is reached as to what should be done in this respect. On the one 
hand there is the natural desire to avoid all unnecessary trouble 
and expense ; but on the other hand, if proper reliance is to be placed 
upon the periodical statements of account, these must be accurate 
enough, for all practical purposes. 

It may be well to observe here that the figure of profits, arrived 
at in terms of the fixed currency, as the result of converting at the 
average rate of exchange profits earned in the fluctuating currency, 
is not a final figure, but will always need some adjustment. 

Leaving out of consideration for the moment accounts of businesses 
where the conversion of fluctuating currencies arises, it will be appre- 
ciated that under a double entry bookkeeping system the correct- 
ness of the figure of profits shown by a profit and loss account is in 
effect proved by the preparation of a balance sheet ; in other words, 
if profits have been earned they are represented by an accretion in 
the assets of a business or by a reduction in the liabilities, or partly 
by one and partly by the other. It is as a rule impossible or im- 
practicable to earmark any particular asset as representing any 
portion of the profits earned in a period, or to earmark the reduction 
in any particular liability as being due to the same cause. Floating 
assets and liabilities are fluctuating in amount from day to day : 
individually they may increase or decrease quite irrespective of the 
amount of profits being earned. If, however, there is an increase 
in the excess of the assets over the liabilities as between two dates 
(after making allowance for any fresh capital introduced or any 
moneys drawn out) it can definitely be said, in a normal case, that 
this is due to profits having been earned during such period. 

The foregoing principles may now be considered in relation to a 
business which is operating in a country whose currency fluctuates, 
but which is owned by parties in a country with a fixed currency. 
Profits and losses to he adjusted by differences in exchange. 

Let it be assumed that such a business was operating in the 
Argentine Republic and that it earned, in a financial year, 100,000 
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Argentine paper pesos, and that the average daily rate of exchange 
for that period was 12 Argentine pesos to the £ sterling. The 
profit and loss account would then show a profit, in terms of sterling, 
of about ;£8,333. There are, however, other factors affecting the 
true profit of the period which will not yet have been taken into 
account. In practice a number of these factors are usually present 
in conjunction ; but for the sake of simplicity it may be well to 
consider an example in which two factors alone exist. 

Let it be presumed that in drawing up the balance sheet of the 
business, the profit of 100,000 Argentine pesos, which has been 
earned, is represented as follows : 80,000 pesos were remitted to 
England towards the end of the financial period on a date when the 
rate of exchange was 14 pesos to the £ ; these therefore realised 
about £5,714 and formed part of the bank balance in England at 
the balance sheet date. The balance of 20,000 pesos was represented 
by a bank balance in the Argentine at the balance sheet date. In 
common with other floating currency assets it was converted, for 
purposes of the balance sheet to be prepared in England, at the rate 
of exchange at the balance sheet date. Such rate was I4-| pesos to 
the £, and the balance was^ therefore valued at about £1,380. 

Summarising the position, therefore, the 100,000 Argentine pesos, 
representing the net profit, which had been converted for book- 
keeping purposes at the average rate of exchange, and were expressed 
in sterling at £8,333 were, at the balance sheet date, found to have 
a value of only £7,094 (namely £ 5 , 7^4 plus £1,380). There was 
therefore a loss on exchange, which arose partly from the fact that 
the bulk of the profits earned were remitted at a lower rate of ex- 
change than that at which the figure of profits had been converted 
for bookkeeping purposes, and partly from the fact that the portion 
of the profits which had not been remitted but had remained in a 
local currency bank account had declined in value by the balance 
sheet date. 

In the example just considered it had been assumed that the 
whole of the remittance made was in respect of profits earned during 
the financial period in question. In practice, however, a remittance 
made during a particular financial period may be made out of funds 
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arising from the realisation of currency floating assets in existence 
at the beginning of the period. If the rate of exchange at which 
such remittance is made is more favourable than the rate adopted 
for valuing the currency floating assets at the beginning of the 
financial period (that is to say, at the date of the previous balance 
sheet), a profit on exchange would automatically emerge. Such a 
profit would not, it is true, arise out of the operations of the com- 
pany on what may be called trading or working account during the 
period ; but it is nevertheless a profit attributable to the period, as 
it has arisen during the period and is in respect of a floating 
asset. 

Again, a remittance may not be wholly in respect of profits. The 
remittance may in part be in respect of stocks and stores which, 
let it be presumed, are purchased in England and dispatched to the 
Argentine. If the rates of exchange at which the remittances are 
made are different from the rates prevailing when the stores are 
dispatched from England to the Argentine, a difference in exchange 
— either a profit or a loss — emerges in respect of this. 

From what has been said above, it will be appreciated that it 
is generally impracticable — as it is also unnecessary — to ascertain 
the exact composition of a difference in exchange arising at the 
end of a financial period on the compilation of a balance sheet. 
Whatever difference emerges will require to be written off to profit 
and loss account — except, of course, to the extent to which it may be 
a difference attributable to capital. This latter matter has already 
been discussed. 

Origin of Difference in Exchange, 

While, however, it may be impracticable to endeavour to ascer- 
tain the exact composition of a difference in exchange appearing on 
the drawing up of a balance sheet at the end of a financial period, it is 
well to consider whether the difference which does emerge is in 
accordance with general expectations, having regard to the course 
of exchange throughout the period and other factors. If it does not 
accord with what might be expected, the matter should be looked 
into, having regard to the possibility of some bookkeeping error 
having been committed. 
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Conversion of Profits at Average of Remittance Rates. 

The suggestion is sometimes put forward that instead of the 
profits being converted at the average rate of the period during 
which they were earned, they should be converted at the average 
rate at which actual remittances were made during such period. 
By this means, it is^ argued, a smaller difference in exchange will 
emerge in the accounts. This may very well be the case ; but it 
does not therefore follow that the accounts are more accurg,te. In 
fact, the reverse is probably true. The profits of a business are earned 
from day to day ; but remittances of such profits to the country 
having the fixed currency *’do not usually take place daily, but at 
longer intervals, partly because very frequent remittances entail 
corresponding time and trouble, and partly, it may be, with the 
object of retaining funds temporarily in the fluctuating currency 
until such time as the exchange rate seems favourable for a remit- 
tance. The true operating profits are therefore fairly represented by 
the conversion of the currency figures, for bookkeeping purposes, at 
the average of the daily rates prevailing during the period ; and the 
difference arising in connection with the remittances is not an 
operating profit or loss but a financial profit or loss on exchange, 
and as such should be shown separately. Any attempt to merge it 
with the operating profit, which in effect would be the result of 
adopting the remittance rates for the conversion of the profits 
figure, is therefore to be deprecated. 


It will now be appropriate to refer to one or two general matters 
in regard to the treatment of fluctuating currency in accounts which 
do not fall conveniently into any of the sections into which this 
paper has so far been divided. 

The first of these concerns the question of accuracy. 

VIII. Degree of Accuracy of Accounts 

While one of the essentials of an accountancy system is accuracy, 
it must always be remembered that absolute accuracy may not be 
essential, but that relative accuracy may sufficiently meet all 
requirements. It will be clear from the description of the bases of 
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conversions from terms of a fluctuating to terms of a fixed currency, 
for bookkeeping purposes, that the adoption of an average of the 
daily rates of exchange for the purpose of converting the gross 
revenue and expenses of any financial period produces figures which 
are not accurate in the strictest sense, though they are approxi- 
mately correct. If the margin of error is obviously very slight, it 
can certainly be ignored. One obvious method of practically eliminat- 
ing the margin of error would be to convert the figures relating to 
the revenue and the expenditure of each day at the rate of exchange 
prevailing on that day ; but this would clearly entail an enormous 
amount of additional clerical work the ifbcessity for which it would 
be difficult to justify. 

In reviewing, in individual cases, the probable margin of error 
and in coming to a decision as to whether its existence is justified, 
or whether some more accurate (but more elaborate) method of 
conversion would be desirable, an important point to consider is 
.whether the error is one which is automatically corrected (either in 
the accounts of the same financial period or in those of a subsequent 
financial period) or whether it is of such a character that it will be 
perpetuated. 

The above observation calls for some short explanation. In a 
business where no addition to fixed assets is taking place (in other 
words, where no expenditure on capital account is being incurred) 
any profits earned must be represented by an accretion to the 
floating capital, or else by remittances to the country having the 
fixed currency, that is to say, the country where the owners of the 
business are domiciled. If by reason of a somewhat arbitrary basis 
of converting the figures representing the gross revenue and the 
expenditure from fluctuating to fixed currency, for bookkeeping 
purposes, the profit is somewhat understated or somewhat over- 
stated, this profit figure is automatically adjusted, partly by the 
exchange profit or loss on remittances, and partly by the revaluation 
of the currency floating assets less liabilities at the date of the 
balance sheet at the rate of exchange then current. Within limits, 
therefore, it is immaterial, in such a case, whether the profits are 
ascertained monthly and converted at the average of the daily rates 
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for the month, or whether they are ascertained quarterly, half- 
yearly or yearly and converted respectively at the average daily 
rate§ for the quarter, half-year or year. A different profits figure is 
arrived at in each case ; but in each case a different exchange profit 
or loss figure emerges ; and when the two figures are taken in 
conjunction the result is exactly the same in each case. 

The fact, however, that the net profit ultimately arrived at is 
the same is no necessary justification for adopting arbitrary rates 
of exchange in converting the currency figures of expenditure and 
gross revenue in the profit and loss account and then showing on 
the books a large difference in exchange which is thereupon written 
off to profit and loss. In such a case, the difference in exchange does 
not wholly represent a real profit or loss on exchange, but would be 
composed to a considerable extent of differences arising from what 
may aptly be termed loose accountancy methods. The aim of 
accountancy as regards a profit and loss account is not merely to 
disclose the ultimate net profit, but to show as accurately as possible 
how such profit has been earned. And in that connection it may be 
very desirable that the account should clearly discriminate between 
a profit on what may be called trading or operating account and a 
profit on exchange. The point may, for example, be of special im- 
portance where the profits of a business for a series of years have 
been reviewed incidental to the possible sale of such business, or 
where profits are being quoted in a prospectus offering the shares or 
debentures of a limited company for subscription by the public. 
Or, again, it may be desired to compare figures of expenditure and 
of revenue, class by class, over a series of years. In this case it is 
clearly necessary that the conversions of these figures from terms 
of fluctuating to terms of stable currency should be made, as regards 
each year, on the most accurate basis which is practicable, as other- 
wise the comparison may lose much of its value. 

If, however, capital expenditure is being incurred in the fluctuat- 
ing currency, and the method of converting the currency figures 
representing this expenditure into terms of the fixed currency is too 
arbitrary and a material inaccuracy results, such inaccuracy, as 
mentioned earlier in this paper, is perpetuated, as the capital ex- 
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penditure is permanently embodied in the books either at too high 
or too low a figure. This means that the profits of the financial 
period ended on the date of the balance sheet have either been over- 
stated or understated. The same overstatement or understatement 
of profits exists, of course, if a currency floating asset has been 
converted, for bookkeeping purposes, at too Ingh or too low a rate 
of exchange. A currency floating asset, however, is not permanent : 
it chaijges in form from time to time and is subject to revaluation or 
to realisation into the fixed currency. To what extent, therefore, 
it has been overvalued or undervalued at the end of one financial 
period (thereby affecting the profits of tliat period as shown by the 
books) a corresponding adjustment automatically takes place 
during or at the end of the next financial period. 

IX. Requirements of a Scientific Accounting System 

The maintenance of a proper system of dealing, in accounts, 
with a fluctuating currency involves, it must be admitted, certain 
additional clerical work. Furthermore, the system cannot be wholly 
free from complications. Neither the additional work nor the com- 
plications are, however, so great as might at first sight be imagined. 

So far as the additional clerical work is concerned, it will be 
remembered that in the main the conversions from terms of the 
fluctuating to terms of the fixed currency deal with totals and not 
with individual items. And as regards the complications, these are 
apt to disappear when once the main principles to be borne in mind 
and the main objects sought to be achieved are thoroughly under- 
stood. 

In practice one not infrequently experiences cases where those 
owning or administering a business which is being carried on in a 
country whose currency fluctuates, allow the records to be dealt 
with throughout a financial period on a basis which assumes that 
the currency is a fixed one. Then at the end of the financial period 
they seek to make the necessary adjustments in preparing the balance 
sheet, and if insufficient data exists — as is very probable — for the 
purpose of making proper adjustments, they are content to make 
approximate adjustments ; and they claim that the accounts will 
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then be sufficiently accurate for practical purposes. Their avowed 
object, of course, is the saving of time and expense. 

It is hardly possible to emphasise too strongly the inadvisability 
of such a procedure. The saving of time and expense is a trivial 
benefit to set against the possibility that the accounts so prepared 
may be inaccurate |o a material extent, bearing in mind that no 
adequate means are then probably available to prove whether all 
necessary adjustments have in fact been made. 

X. Concluding Observations 

Before bringing this paper to a conclusion, the writer wishes to 
make a few general observations. 

In the first place he desires to make it clear that all the points 
discussed and principles laid down have been dealt with from the 
standpoint of British accountancy practice and British law. 

The second observation is that anyone attempting to prepare a 
paper upon a somewhat specialised subject is under a peculiar 
difficulty if he knows that some of his audience have had a wide 
practical experience of the matters treated, while to others many 
of the points discussed constitute new ground. To those of the 
audience who fall under the first category, apologies may be needed 
on the ground that the subject matter of the paper is unduly 
elementary. On the other hand, those who belong to the second 
category may quite conceivably complain, with perfect justification, 
that too great a knowledge of the subject on their part has been 
taken for granted and that, as a consequence, they cannot appreciate 
fully some of the explanations given or arguments used. Of both 
classes of audience, therefore, the writer has to ask indulgence. 

Apart altogether from the advantages which an International 
Congress of Accountants confers on us as professional men in the 
interchange of views and ideas on accounting and kindred subjects, 
there are the wider benefits which we all derive from mixing with 
each other as citizens of various countries in friendly intercourse. 
By so doing we may hope to obtain some insight into each other’s 
outlook and mentality, and to appreciate something of the special 
difficulties and problems with which each nation is confronted. 
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In spite of the greatly improved means of communication which 
science has placed at man's disposal in recent years, each nation 
still lives largely in a watertight compartment, created in part, it is 
true, by geographical conditions, but due in no small measure to the 
restrictions imposed by different languages, different laws, different 
fiscal systems, different currencies. And greater still, by far, are the 
difficulties which have their origin in unstable fbrms of government 
and unsound national finances. It is to be hoped that, in course of 
years, the ingenuity of man will overcome these man-made barriers, 
which can only be a hindrance to international intercourse, and 
therefore to international amity. One such barrier is that represented 
by a fluctuating currency. But we can, at least, say this — ^that the 
more the realisation of the existence of this barrier is brought home 
to the world, the greater the possibility that in cour^se of time 
means may be found by which it can be overthrown. 



DISCUSSION 


The Chairman : Ladies and gentlemen, I will now call upon Mr. 
Cutforth to submit his paper entitled Exchange Fluctuations in relation 
to Accounting as regards Operating Results and Asset Values.'" If the 
discussions do not come to an end at one o'clock, the time fixed, Aen we 
will continue them after lunch, at half-past two. 

Mr. a. E. Cutforth, C.RE., F.C.A. : The subject which has been 
allotted to me is one which has assumed special importance of recent 
years owing to the fact that so many currencies of the world are no longer 
linked to any common standard, such as the standard of gold. At the same 
time, it is a very specialised subject, and not one, I fear, which lends 
itself to any very interesting or attractive method of treatment in the 
form of an address. 

The main principles on which a fluctuating currency should be dealt 
with in accounts may be said to be accepted universally. It is rather in 
the method of their application to individual circumstances or individual 
transactions or classes of transactions that there may be divergencies 
of view. 

When we speak of a fluctuating currency, the question at once arises : 

Fluctuating as compared with what ? " The answer which at once 
springs to one's mind is : '' Fluctuating as compared with gold." But it 
is not in that sense that the term fluctuating currency " is used in the 
paper which I have prepared. When we speak of the treatment of 
fluctuating currency in accounts we usually have in mind the fact that 
the accounts are concerned with two currencies (and possibly more) which 
fluctuate in comparison with each other. Neither of these currencies 
need be linked to gold. In a case where two such currencies are involved, 
which is to be looked at as the one which fluctuates, and which is to be 
regarded as the one which remains steady ? The answer, as I suggest in 
my paper, is that the currency to be deemed to be the stable or fixed 
one is the currency of the country in which the owners of the business or 
undertaking reside— or, what probably amounts to the same thing, the 
country where the head office of the business is situated. An Argentine 
citizen having a business in Buenos Aires with a branch in London 
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would treat the Argentine currency as fixed and the English currency as 
the fluctuating one. His balance sheet and profit and loss account would 
be prepared normally in terms of the Argentine peso, and for this purpose 
he would convert transactions occurring in sterling in connection with 
the English branch into pesos for bookkeeping purposes at the appropriate 
rates. On the other hand, an Englishman owning a business in London 
and having a 'branch in the Argentine would tre^ sterling as being the 
fixed currency and the Argentine currency as being the fluctuating one. 
His 'amtual accounts would, of course, be prepared in terms of sterling. 

Having commented briefly in my paper on the foregoing assumptions, 

I deal with the question of the conversion of fluctuating currency figures 
into terms of stable currency for bookkeeping purposes under four main 
heads : — 

(1) Expenditure on capital account, represented as a rule by what are 
called fixed assets.'' 

(2) Floating assets and liabilities, such as debtors, cash, creditors. 

(3) Materials in hand, represented by what are usually known as 
stocks or stores. 

(4) Investments. 

(5) Expenditure and revenue on what may be called '' profit and 
loss " account. 

As I have already indicated, the broad principles on which these 
classes of figures should be dealt with for purposes of -converting them 
from terms of fluctuating to terms of a stable currency are universally 
accepted ; but on applying these principles, problems arise of which 
the right and proper solution may be the subject of argument. Therefore, 
after enunciating in each case the broad principles, I have reviewed 
certain matters in connection with their application which arise in actual 
practice, on some of which more than one view may fairly be held. 
Time does not permit me, in these opening remarks, to deal with each 
of these points. I may perhaps, however, mention some of them by name. 

In connection with capital expenditure, there is the question of exchange 
profits or losses in connection with liabilities incurred or floating assets 
temporarily accumulated incidental to such expenditure. 

In connection with floating assets and liabilities in fluctuating currency, 
there is the question of the treatment of an unrealised loss on exchange 
or an unrealised profit, as shown by a revaluation of those assets and 
liabilities at a balance sheet date. 

In connection with operating profits earned or operating losses sustained 
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in the fluctuating currency, there is the question of the frequency with 
which the figures should be converted for bookkeeping purposes into 
terms of the stable currency. 

Having discussed certain points arising under one or other of the five 
heads to which I have alluded, my paper deals with certain matters of 
a general character. One of these concerns the question of accuracy. 
Admittedly, no systefn of dealing with transactions taking place in 
fluctuating currency in the bulk 5delds results which are absolutely accur- 
ate. Under a proper system, however, the results should be accurate 
enough for all practical purposes ; and in connection with the question 
of the possible margin of error, I discriminate between cases where the 
error, whatever it is, is ultimately adjusted on the preparation of a 
subsequent balance sheet, and cases where the error remains permanent^ 
in the accounts. Clearly a larger margin of possible error under the first 
category can be defended than under the second category. 

The next matter of general interest to which my paper refers is that of 
the additional clerical work which a scientific system of dealing with 
fluctuating currency entails. I suggest that when once the system has 
been properly grasped and the accountancy staff have accustomed them- 
selves to it, the additional work is relatively small, as in the main the 
conversions from terms of fluctuating to terms of stable currency deal 
with totals of a number of transactions and not with transactions in- 
dividually. And I go on to submit that whatever the extra work — 
and therefore extra expense — ^may be, it is well worth while in the interests 
of safety and accuracy. 

I conclude my paper by deploring the fact that in an age when science 
has done so much to facilitate communication between the nations of the 
world there should still be so many man-made barriers which tend to 
keep them apart. Of these man-made barriers, fluctuating exchange is 
but one. Is it too much to hope that by man's ingenuity this barrier may, 
in course of time, be overthrown ? That day may come soon or it may 
come late. But its coming may well be hastened if the citizens of the 
various countries seize every opportunity which comes their way to meet 
in friendly intercourse, to enjoy each other's hospitality, and to en- 
deavour to obtain some insight into each other's peculiar problems and 
difficulties ; and that is not the least of the parts which this International 
Congress of Accountants hopes to play. 

Mons. N. Butculescu (translation) : One of our problems, and a very 
important one, is that of inventory valuation. Sir Woodburn Kirby, 
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F.C.A., London, remarked very justly in the paper he read before the New 
York Congress (1929) that this problem has always been before our col- 
leagues from the very earliest days of accountancy up to the present time. 
Inventory valuation is such that it can alter the results of the balance 
sheet and profit and loss account. This is what the accountant tries to 
make clear, by taking as a working basis what he considers to be a true 
estimate of the circumstances in which the balance-sheet has been struck. 

Let me here remark, as Lord Plender mentioned in one of his articles,* 
that, iif questions of finance and accountancy the word “ profit '' is not 
capable of exact definition. After the Great War the instabihty of cur- 
rencies provided a new aspect of the problem of valuation for accountants, 
although the problem was already comphcated enough. The results of 
currency instability were felt with greater intensity in those countries 
where money depreciated most. This was the case in Germany, where the 
first experiments and attempts were made to enable accountants to fulfil 
their function, namely, that of presenting a business in its true light and 
of showing results comparable with previous ones and with those of 
similar businesses, not only in normal times, but even during periods of 
marked currency fluctuation. 

This problem is still to the fore, though less urgently, in England and 
the United States of America. We have it also in Roumania. 

During the years directly following the Great War, accountants dis- 
regarded these fluctuations and adopted paper money as a basis for their 
records. Generally speaking, their balance sheets showed extraordinary 
profits, which gave the illusion of prosperity and enabled large dividends 
and bonuses to be distributed, whilst also enabling the Treasury to 
collect large sums in taxes, that were much appreciated by the organs 
of the Ministry of Finance. 

However, the amortisations, being inadequate, prevented the keeping 
of materials up to standard ; nor were cost prices accurately calculated. 

People such as Professor Prion and others, whose acquaintance with 
the science and technique of accountancy entitled them to speak with 
authority, drew attention as early as 1919 to the disastrous consequences 
of these deceptive balance sheets ; but accountants and heads of business 
concerns did not, or would not, realise these consequences in time to 
apply the principles of correct accountancy to businesses and their 
results. 

* Depreciation and Obsolescence from the vicwpoirt cf the Ii.\e£lcr in Securi- 
ties. By Sir William Plender, Bt., G.B E., LL.D., E.C.A., London, 1929, page 3. 
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The role of accountancy and of professional accountants is particularly 
obvious during a time of crisis ; just as the role of the doctor is most 
evident during an epidemic. Without being boastful, we may say that as 
practical and theoretical accountants we have saved many an enterprise 
and set it on the high road to real success. 

At a time of exchange fluctuation, it is necessary to take the gold 
standard as our basi% just as old-time navigators took their direction 
from the Polar Star. The gold standard may have its defects, but until 
we find another reliable compass, which would be an ideal standard, gold 
will remain in the near future and probably for many a day the best 
unit of measure for prices. 

At the moment everyone is trying to find an ideal monetary standard, 
both in America and in the old world. 

Although we cannot analyse and mention here all the accountancy 
methods which have been put forward and tried in the effort to counteract 
errors of valuation during currency fluctuations, we can, however, 
mention the following : — 

{a) The creation of additional reserves, either open or secret, b}^ 
under-valuing assets. 

(J) Extraordinary amortisations, obtained either by adopting a higher 
quoted rate of exchange, or by estimating them at the figure of stocks 
and stores revalued at the current price. This practice was found 
useful in Germany where, since 1920, the following has been inserted 
under Article 59 of the Law on Income Tax Einkommensteuer- 
gesetz '■') : When the balance sheet is drawn up, taxable profits shall 
include a sum for reserves corresponding to any additional expenditure 
required to be incurred in the replacement of stocks and stores.” 

A similar provision in Austrian legislature recognises the right to 
provide for extraordinary depreciation, which had to be entered to an 
account " called ''Renewal of Plant Account” (Anlage Emeuerungs- 
Konto) (see Prof. D. Doerfel, Die Goldbilanz in Oesterreich, Vienna, 1925, 
p. 271). Amounts entered to this account were exempt from tax, on con- 
dition that they were used during a certain period for fresh purchases of 
plant. 

In Roumania the law of March 1926 authorised industrial concerns to 
provide for depreciation up to the amount expended on plant either 
before the Great War or immediately afterwards, by multiplying this 
sum by three, four or five, according to the period when the plant was 
purchased. Amortisations thus carried out were exempt from tax on 
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condition that they were really used to purchase fresh plant before the 
31st December 1931. 

Thus we find that the great principle of the replacement of materiah 
has been sanctioned by law. This principle was upheld by Mr. I. R. Nash, 
the Boston economist, in the paper he read before the International 
Congress on Accounting in New York (Sept. 1929) and also by others. 

(c) A final method is to convert the business iijto a limited company 
and to increase the capital by (writing up) the assets. This operation 
makes it possible to provide for depreciation up to an amount equal to 
the value of the assets in depreciated currency. The awkward side of 
this procedure is that the Treasury must then be convinced that no tax 
should be levied on the difference between the initial value and value 
in the depreciated currency, for the very good reason that no alteration 
has taken place in the intrinsic value of the holding. Roumanian ac- 
countants have found it very difficult to carry this point. 

Professor Pietro Bottini, of Milan, in his paper on the “ Principles of 
Drawing up the Balance Sheet '' says that it is sometimes necessary to 
make a complete re-valuation '' de novo '"on a stabilised money basis 
of all the items on the balance sheet, in order that the valuation may be 
correct at the date — or rather, the period — ^when the balance is closed, 
taking into account the state of use of the items on the inventory. 

Mr. Maurice Peloubet, C.P.A., New York, also emphasises the per- 
manent nature of the inventory, which must be considered when making 
valuations . 

Finally, Mr. J. M. Clark, in his paper on Valuation for the Balance 
Sheet and Profits,” read to the Congress in Amsterdam (1926), introduces 
a new idea, when he says : The theory of valuation, in connection with 
the reproduction of equipment, should be applied on the principle of 

what it would cost to reproduce, not the identical equipment, but an 
equivalent service value in up-to-date machinery,” which maybe dearer, 
or perhaps cheaper, than the old equipment. 

All these methods of counteracting the effects of currency depreciation 
— a phenomenon which has significant results for all of us — are merely 
palliatives . 

MM. Raffegout and Lacont in their Etablissement du Bilan or ” Paris, 
1926 (page 65) justly observe that these methods, obtained from insuffi- 
cient data and governed by no rules, cannot eliminate the results of mone- 
tary depreciation. 

In this connection, our Roumanian colleague. Dr. V. M. Joachim, 
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Managing Director of the Corpului Contabililor Experti si Autorizati in 
Roumania, in his study on the '' Balance Sheets and Currency Fluctua- 
tion '' (page 6o) points out that isolated methods, used to counteract the 
results of the balance sheet at times of monetary fluctuation, cannot solve 
the problem of the balance sheet as a whole, for they only affect certain 
items on the balance sheet and are not based on any fixed and uniform 
standards ; they are a| the mercy of the head of the business, and depend 
on the position of the business. 

It would appear that the real solution for the problem of r^ording 
values and showing real profits and losses at times of exchange fluctua- 
tions would be to adopt a fixed standard, at any rate for domestic ac- 
countancy. This gave rise to the idea of accounting and setting up the 
balance sheet in double columns, proposed by M. E. Delavella, Paris 
(1922), one column being for the gold value and another for the value in 
paper money ; this solution would also have the advantage of meeting 
the requirements of the law, supposing the latter were only to recognise 
balance sheets and records expressed in national money. 

One might mention many other methods proposed in literature on 
accountancy, to counteract the effects of monetary depreciation in 
balance sheets. As regards Mr, Cutforth's paper covering this subject he 
did not emphasise that we have to hold tight to the gold standard. 

I have merely presented this important problem in a general way. 
In conclusion I wish to quote the statement of Mr. J. M. Clark, of the 
University of Chicago, who said : Accountancy cannot take the place 
of management,"' and that the accountant has the task of " determining 
what the earnings of the concern have been, in order that the manage- 
ment may know how much they are free to divide to the owners without 
trenching on capital." With regard to inventory valuations, the words 
spoken by our English colleague. Sir Woodbum Kirby, at the New York 
Congress in 1929 are conclusive, when he gave as his opinion that during 
monetary fluctuations we should make our valuations on the gold standard 
basis, and if we have no law to guide us, as professional accountants we 
should attack the problem in a spirit of confidence and security. 

We thoroughly approve of these principles and would suggest that 
they should always be taken into consideration, thus avoiding confusion 
and inaccuracy in balance sheets. 

Mr. B. G. Longstaff, A.L.A.A. (Great Britain) : Mr. Chairman, 
ladies and gentlemen, the subject matter of this paper has been dealt 
with in such an exhaustive manner by Mr. Cutforth that it is not possible 
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for any of us to enlarge upon it, having regard to the short time at our 
disposal. I have only one small comment to make and that is this. In 
connection with the charge for depreciation of fixed assets situated in a 
country which we in England would call foreign, we all know that at the 
time when those fixed assets were acquired, the principle upon which to 
convert the purchase price of those assets should be the rate prevailing 
at the time of purchase. At first sight, in order j;o arrive at the annual 
charge for depreciation, it would appear to be necessary only to calculate 
the lif^ of an asset and divide the purchase price by the number of years. 
With currencies fluctuating as they are, from day to day, from month 
to month and from year to year, it is necessary to make that aimual 
charge for depreciation conform with the ^uctuations in the exchange . 
That is just one point that occurs to me that needs emphasis in Mr. 
Cutforth’s paper. 

Mr. Walter Holman, F.S.A.A. (Great Britain) : Mr. Chairman, my 
Lord, ladies and gentlemen, your presence in the chair this morning, 
Mons. Van Dien, reminds me vividly of the Second International Congress 
at Amsterdam in 1926. As one of the delegates to that Congress, I should 
like, if I may, to digress for a moment in order to say, on behalf of those 
of us who were delegates to that Congress and who appreciated and 
enjoyed your generous and delightful hospitality on that occasion, how 
delighted we are that our Dutch colleagues and you as their Chairman 
are here in London and that we are able to make some return for youi 
kindness on that occasion. (Applause.) It is particularly appropriate 
that this paper on fluctuating exchanges should come immediately after 
the paper on International Finance to which we have listened this morning 
because this paper represents practical accountancy applications to those 
difficulties which were dealt with in the paper and which the subsequent 
discussion did so much to elucidate. 

In the closing observations of this paper, the writer refers to the diffi- 
culty of dealing with a technical subject in such a way that it will prove 
acceptable and intelligible both to those who have practical experience 
of the subject and to those who have little or no experience. Under 
whichever category we come — and modesty forbids us to classify our- 
selves — I think we will all be agreed that Mr. Cutforth has overcome his 
difiiculty with complete success, for he has made a difficult subject appear 
to be simple and he has given us a paper which, for clarity of expression 
and thoroughness of detail, will, I think, hold a high place in the records 
of this Congress. (Applause.) The writer of the paper has laid down 
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principles and has indicated their application so completely in accordance 
with accountancy practice that he would be a brave man or a foolhardy 
man who would attempt to dispute them. But I think Mr. Cutforth 
would be the first to agree the difficulty which must arise in applying 
those principles in practice and the necessity for dealing with each case 
on its merits and using discrimination in the application of the principles. 
Let me give one illustration of what I mean. There must always, even 
in the most efficient accountancy system, be a period between the date 
of the balance sheet and the date at which the balance sheet is prepared 
and, in these days particularly, great differences in valuations may occur 
in that period owing to the fluctuations of exchanges. Mr. Cutforth has 
laid it down as a principle that the date of the balance sheet is the date 
at which the values should be fixed and he has said that any profits or 
losses which become apparent between the two dates are properly profits 
or losses relating to the subsequent period. I am going to submit to him 
that while it would be unwise to fail to make provision for a loss on ex- 
change merely because there has been a subsequent rise, and while it 
would be still more unwise to anticipate a profit from that cause it 
would be sound business and sound accountancy to make provision for a 
loss at the time of the balance sheet, either by way of a direct allocation 
of available profits or by a note in the balance sheet. 

The value of Mr. Cutforth's paper has been enhanced by the illus- 
trations he has given, but most of those illustrations are given in terms 
of fluctuating currencies which disagree in name with the fixed currency. 
I want to emphasise the fact that the necessity for the provisions and 
the rules which he has laid down is equally great where the fixed currency 
and the fluctuating currency are similarly named. The Australian pound 
—to take only one example— has for some time past been at a discount 
of between 20 and 30 per cent, in relation to the English pound, and 
the profits and losses represented by that difference in value should be 
provided for. That is obvious, but the effect of the similarity of nomen- 
clature is such that the necessity for making provision is not so obvious 
and indeed may be overlooked. 

In the section of his paper dealing with currency floating assets, Mr. 
Cutforth draws a distinction between stores purchased in the fluctuating 
currency and other floating assets similarly purchased. I confess that 
I cannot quite foUow his reasoning for drawing that distinction. He 
admits that goods which are purchased for re-sale must be re-valued at 
market price at the date of the balance sheet. If I am right in inter- 



EXCHANGE FLUCTUATIONS 


109 


preting his use of the word stores '' as representing goods which are 
purchased for use in manufacture, then I can see no difference between 
such stores and stock-in-trade. Any loss in value represents a loss of 
revenue which should be provided for. The proceedings at the World 
Economic Conference do not encourage the hope that there will be, in 
the near future, at any rate, any appreciable lightening of the burden of 
fluctuating exchanges, and accountants generally wiU be glad to have, 
in Mr. Cutforth's paper, a sound and safe guide in the difficulties which 
are inli^rent in the present conditions. Therefore, in expressing my own 
thanks to Mr. Cutforth, I am sure that I am expressing also the views of 
all the accountants who are present and represented at this Congress. 

Mons. J. C. a. Van Der Spil (Holland) : 1 \Ir. President, my Lord, ladies 
and gentlemen, I am thankful for the opportunity given me to make a 
few remarks, and more especially as I do not entirely share Mr. Cutforth's 
opinion. 

In the flrst place I want to point out that I differ from his opinion where 
it is said, on page 70, under II, that capital expenditure incurred in 
fluctuating currency should be converted into the fixed currency at the 
rate of exchange prevailing when the expenditure was incurred.'' In the 
case of very small differences we may do so, but in the case of large ones 
we only can follow the given rule in those hardly impossible circumstances 
whereby against the depreciation of a certain currency we find an equiva- 
lent in an equal increase of prices in the country where the currency has 
depreciated. In my opinion this wiU be in general a theoretical supposi- 
tion ; the practice will be that when a currency is depreciated the possi- 
bilities of making profits from the standpoint of the foreign owner who 
calculates in gold wiU be decreased ; especiaUy wiU this be the case when 
the Government seems to be able to maintain the level of the prices at 
the same basis as the currency was when the expenditure was incurred. 
This is the case here in this country, where we saw the English currency 
going off the gold standard, which was fortunately not foUowed by an 
increase in prices. It may be possible that this is to a certain extent as 
far as raw materials are concerned on account of a decrease of their prices. 
But when their quotation wiU go up it is not likely that the costs of the 
labour also wiU follow to the same extent the devaluation of the English 
currency, which will reduce the purchasing power calculated in gold. 
It foUows that under these circumstances the possibilities of making 
profits calculated in gold wiU be less, and, moreover, we have to reckon 
with the facts, that the costs of capital expenditure in future, calculated 
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in gold, wiU also have been reduced. To make the position clear : Take, 
for instance, a Dutch company that owns real estate, for instance a 
large office building in London with English tenants. The costs were, 
say, ;^200,ooo before England went off the gold standard, which means, 
converted into Dutch currency, fl. 2,400,000, at which amount it appears 
in the books of the company. When drawing up the balance sheet after 
the devaluation of th^ English currency to the principles of Mr. Cutforth 
the Dutch company has to take up the real estate with the amount of 
fl. 2,400,000, This means, however, that the equivalent in Engksh cur- 
rency will be in fact, calculating 8 fl. to the £, £^ 00 , 000 . I think it will be 
advisable to review the value of the real estate in the accounts of the 
Dutch company. To avoid*"' misunderstanding, I do not say that the 
treatment will be the same as we convert the floating assets. I only want 
to point out that we may not maintain conversion as advocated by Mr. 
Cutforth. Another important problem will arise when the home currency 
is depreciating in a way such as we have experieced during 1921-23, 
by the inflation in Germany and the depreciation of the German mark. 
In this case the German merchant would have got absolutely wrong 
figures of the results by the theory that in regard to the home currency 
one need not worry, as I understand it from page 69. I only raise the 
point ; I shall not try to work it out. I leave that to the ladies and gentle- 
men. Our German colleagues have done it already. I will just remind you 
that the German merchants often kept their accounts in the period 1921- 
23 not in their own but in foreign currency, especially English or American. 
No doubt, Mr. President, we realise that the fluctuations in exchange 
which occur cause great difliculties, and we may be grateful to Mr. Cut- 
forth for giving consideration to such a diflicult thing. Let us hope that 
the main currencies will be stabilised in the near future. In that way the 
£ sterling will regain its brilliant position in the world. 

Mr. C. H. Wells, F.S.A.A. (Great Britain) : Mr. Chairman, ladies 
and gentlemen, it is difficult in this admirable paper to find subject matter 
for discussion. The features of the subject have been covered in a complete 
and masterly manner, and the conclusions reached are so obviously 
correct that few wiU be found with sufficient skill to criticise or temerity 
to question those conclusions. 

Those of us who took part, on one side or the other, in the Great War, 
which so profoundly altered the international financial situation, can 
at any rate take comfort in the fact that we have survived to consider 
the problems which have been created, and one day we hope to see their 
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solution, however long postponed by the failure of international financial 
conferences to agree upon a basis. 

With regard to currency depreciation after the date of the accounts 
(page 82) it is submitted that the principle of reserving in the form of a 
suspense account, which may be amended in future periods, a margin 
to cover possible losses owing to fluctuating currency, is a sound one. 
It may prevent a dividend being paid out of profits which may have 
disappeared, and it may also provide additioifal information to an 
individual shareholder, assisting him to form his own conclusion as to 
the true position, a state of affairs which the Courts of England have 
frequently pronounced to be the only desirable form in which accounts 
should be presented. 

Again, though it is not usual to take credit for a profit disclosed on a 
revaluation of floating assets and liabilities (page 84) yet it should not 
be overlooked that such a state involves a hidden reserve, on the pro- 
priety of which much difference of opinion exists, and which may after- 
wards be drawn upon, with results which are sometimes deprecated. 

Forward purchases of currency. Apart from the accounts of companies 
with holdings abroad, few accountants are without experience of dealing 
with remittances in foreign currency at a future date to meet obligations 
incurred there. It is a frequent practice, indeed a prudent course, to buy 
currency through an exchange broker at a forward date, thus making the 
results of the transaction certain, apart from the question of profit, and 
eliminating the element of gambling consequent upon exchange fluctua- 
tions. The risk would thus appear to be transferred to the broker except 
for the fact that he has probably a number of transactions per contra in 
the same currency at similar dates, so that if his business or turnover 
is sufficiently extensive, he is able to supply or receive approximately 
equal consignments of currency at the same rate, covering himself against 
loss, the commission charged to all parties representing his certain 
profit. 

If these forward currency transactions are confined to traders in one 
country only, they amount in the aggregate merely to mutual insurance 
against any loss, or profit, being made on fluctuations of exchange, but 
if the transactions are complicated by dealings with many nationals, 
including those in the country whose currency is being dealt in, it is 
difficult to decide who is eventually affected, and to what extent. The 
author may perhaps feel inclined to discuss this. 

I join with other speakers in thanking him for his services to the 
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profession in preparing this contribution to a subject which is seldom 
explored. 

Mons. Ing. J. Fukatko (Czechoslovakia) : Mr. Chairman, my Lord 
President, ladies and gentlemen, before entering into discussion of 
Mr. Cutforth’s paper allow me to greet the Congress in the name of 
Czechoslovakia. I am bringing the heartiest greetings and best wishes 
of a full success of the Congress from a country that is situated in the 
geographical heart of Continental Europe and on behalf of three bodies 
of expert auditors in Czechoslovakia and on behalf of the College of 
Business Administration in Prague, which I have the honour of repre- 
senting. I do so with particular pleasure for I can offer my greetings in 
the capital of a country to ;^hich my nation is very indebted for its 
unselfish and generous aid in its struggle for independence during the 
Great War. 

We also extend our sincere thanks to the sponsors and organisers of 
the present Congress, who shrank from no sacrifices in order to enable us 
to carry on the international co-operation that had been so promisingly 
initiated at the preceding Congresses. I feel sure that the successful course 
of the present Congress will at least partly repay the sponsors for their 
untiring efforts which they have displayed for the success of the Congress. 

Now will you allow me to make a few remarks on Mr. Cutforth’s paper ? 

(Mr. Fukatko continued his remarks in French). (Translation). 

In his excellent paper, Mr. Cutforth has given us an outline of the 
principal problems which present themselves in practical accountancy 
following the variations in foreign currency. Mr. Cutforth bases his 
deductions on the fact that the currency of the country is considered as 
stable, at least as far as the accountancy point of view is concerned. 

In taking part in to-day's discussion I also base myself on the ac- 
countancy point of view, but I am going to develop my observations from 
the point of view of the fluctuation of the currency of the country. My 
considerations involve the influence of this fluctuation on the book- 
keeping and the balance sheet. These considerations emphasise the 
importance of the theses dedicated to this subject at the previous Congress 
in New York ; they are based on the experience acquired in this connec- 
tion in Czechoslovakia. 

Up to the year 1918 our country was part of the Austro-Hungarian 
Monarchy. But the currency that we have inherited from that powerful 
formation, now dismembered, is very much devaluated by inflation. 
This devaluation was about tenfold by comparison with before the war 
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when currency was based on the price of gold. Our State decided as its 
first duty to arrest the devaluation of the monetary unit and to stabilise 
the rate on the basis of the price of gold. 

Our financial policy was crowned with success, as since 1921 we have 
succeeded in completely stabilising our monetary unit — the Czech Crown 
— in relation to the gold standard. In this connection we are one of the 
few States whose after-war currency has suffered^no variation, however 
small, in its relation to gold. In spite of this circumstance we have been 
obliged to solve the problem caused by the fluctuation of the money of 
the country, for the reason that a great number of undertakings which 
were created prior to 1921 had compiled their balance sheets with dis- 
similar values, side by side with values expressed in the balance sheet 
by the nominal value of gold crowns before the war, and war crowns 
partly devalued ; there also existed values of later origin whose increase 
in the balance sheet was already shown by the devalued and stabilised 
units of currency. To the first category belonged primarily the immobilisa- 
tions and to the second the disposable values, also the immobilisations 
made by the undertakings after the war. But the result of this state of 
affairs was that the balance sheets did not give an exact view of the worth 
of the undertakings and even the profit and loss accounts gave very 
modified results. This inequality of balance sheets was shown above all in 
the amortisements of immobilisations, because the amortisements made 
on the value of the assets immobilised before the war were far from equal- 
ling the cost of the productive replacement of relative immobilisations, 
without considering even the account of revenue in profit and loss as 
the basis for the calculation of profits, as regards their distribution, or of 
the net cost price not being satisfactory for the changed situation. 

It was only in 1927 that this state of things was efficiently remedied, 
and that by a special law allowing undertakings with dissimilar balance 
sheets to proceed to their readoption and stabilisation. 

The principal stipulations of the law of stabilisation of balance sheets 
are the following : Undertakings which have on their balance sheets 
immobilisations of which the continuity of the balance sheet was in- 
terrupted by the monetary variation could, before the end of 1931 at the 
latest, proceed to their revaluation according to the current rate, taking 
account of any existent deterioration, passing them accordingly in their 
balance sheets. 

Any surplus of capital resulting from this revaluation should not be 
used for distribution in the form of dividends but should be assigned as 
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special capital, or in augmentation of capital, Likewise, if a deficit results 
from the revaluation this should be compensated for from the reserve 
fund or deducted from capital. 

By the stipulations of the law indicated it has been possible to provide 
for passing the re-valuation of immobilisations in the stabilised balance 
sheet in similar values. The profit and loss account was in the first place 
adapted to the changed situation in the amortisements of immobilisations. 

I suppose that to-day, at a time when we are witnessing a considerable 
de- valuation in comparison with the gold standard in the principal States, 
the question of stabilisation is again the rule of the monetary policies of 
States, the problem of the relation of the balance sheet to the new valua- 
tion of immobilisations becomes apparent, and this is why I think my 
observations on the facts and experiences in our country will not be 
without interest to other accountants. 

The Chairman : Ladies and gentlemen, the speech of Mons. Fukatko 
will be translated into English in the Congress Book. For your informa- 
tion, I want to say that Mr. Fukatko has told us that, in Czechoslovakia, 
they had the same trouble as you had in England by reason of the rate 
of exchange, but in 1927 they made a law to remedy those difficulties. 
One of the principal articles of that law is that any profits that arise from 
a rearrangement must not be used for dividend ; they must be put to 
reserve or written off. 

(Adjourned until 2.30 p.m.) 

(The Session was continued at 2.30 p.m.) 

The Secretary : Ladies and gentlemen, I have received this telegram 
this morning : '' Wish the Congress every success in its course in the 
interest of the profession. Verband Deutscher Biicherrevisoren Wirt- 
schaftspriifer und Treuhander, Berlin. 

Dean J. C. Myer, C.P.A, (United States of America) : Mr. Chairman, 
ladies and gentlemen, I should like to express the appreciation of the 
American Society of Certified Public Accountants and the New Jersey 
State Society to Mr. Cutforth for his excellent treatment of a difficult 
subject and his brilliant exposition of exchange fluctuations. I am sure 
that his paper will have even a more far-reaching effect than upon our 
individual practice , it will find its way into the teaching of accountants. 

I am a schoolman of the States along with Professor Himmelblau of the 
North Western University and Professor Hatfield of California, who are 
attending this convention. We know that the literature on exchange is 
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not up-to-date and Mr. Cutforth's paper will serve a useful purpose in that 
connection. I have just one regret. I think that the scope of his topic was 
not broad enough to permit him to give his reaction to, and his solution of, 
the present ills in foreign exchange. That affords me the opportunity to 
make a recommendation that I have wanted to make for a number of 
years, that accountants all over the world should take more interest in 
public affairs and particularly in those intercourses which affect foreign 
exchanges between countries. I should like to recommend that when the 
next Economic Conference is convened, if that should happen, that in the 
delegation from each country there should be at least one Authorised or 
Chartered or Certified Public Accountant, not merely as an adviser to 
the Commission but as a delegate, one wfio can speak with authority. 
As I sat on the platform this morning and saw the community of interest 
in this audience, I was impressed with the fact that all of us, no matter 
from what country we come, no matter what are our conditions, under- 
stand each other's practices and, I might say, language, and I am sure 
that if Certified, Chartered or Authorised Accountants take more interest 
in and become members of Tariff Commissions, Economic Commissions, 
or any of those bodies that are helping to solve our international prob- 
lems, we may find the solution just a little faster than in the present 
situation that is going on. That gives me the opportunity also to recom- 
mend that all of us, particularly those of us in the States, should take more 
interest in public affairs. Of course, we have difficulties in arriving 
at such a conclusion. For a number of years accountants have been 
reticent, they have been too conservative to mix with their fellows in any 
public activities, but I believe that the training, the conservatism, the 
stability and the practical experience of accountants are necessary in 
just such a situation as Mr. Cutforth has explained, to eradicate the ills 
of these widely fluctuating exchanges. 

Mr. J. G. Bhandari (Indian Finance Department, Accountant-General 
of Posts and Telegraphs, India) : Mr. Chairman, ladies and gentlemen, 
Mr. Cutforth has dealt exhaustively and very ably in his paper with the 
question of exchange fluctuations in relation to accounting. I venture 
to draw your attention to another aspect of the problem, the question 
of exchange fluctuation in relation to Government accounts. I come from 
India and am connected with Government accounts. I happen to be an 
accountant in the Department of Posts and Telegraphs. The accounts of 
the Government of India are kept in rupees, while a certain portion of 
the expenditure is incurred in England. Without going into the genesis 
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of the present system, I wiU just tell you how the expenditure incurred 
in England is shown in the Government of India accounts. That expendi- 
ture, sub-divided under the appropriate heads of classification, is con- 
verted into rupees at a certain arbitrary rate — it may be one-sixth — and 
is shown in the Indian accounts under the corresponding heads, while 
the difference between this arbitrary rate and the real rate of exchange 
is shown under the head gain ” or '' loss on the exchange. Under 
normal conditions, this system is sufficient for practical purposes and 
perhaps fulfils the test prescribed by Mr. Cutforth, but underr certain 
conditions — for instance when, during the war period, the exchange went 
up to 2s. — the figures as shown in the accounts, according to this method, 
did not really give a correct idea of the true state of affairs. A large 
portion of the actual expenditure under the various heads was shown 
under what is known as loss or gain on exchange.” Then, again, there 
is this problem. If the actual rate of exchange differs and there is a great 
divergence between the real and the arbitrary rate, there will be another 
difficulty. In Government accounts it is essential that, for the purposes 
of comparison, we should have the same standard. One likes to compare 
the expenditure of 50 years ago with that of to-day, but if one takes the 
rate of exchange to be one-sixth at one time and two at another time, for 
the purpose of comparison, the figures are misleading. I thought it right 
to bring this point to your notice. It would be interesting if Mr. Cutforth 
or some other speaker would throw some light on the method by which 
this problem of Government accounts is dealt with in other countries. 

Mr. William Cash, F.C,A. (Great Britain) : Mr. Chairman, ladies 
and gentlemen, at this late hour when we are close on the time for the next 
paper, one almost hesitates to intervene abaU, but I should like to have 
the opportunity of saying just one or two words on Mr. Cutforth's paper ; 
in the first place to congratulate him upon both its structure and its matter. 

I venture to suggest that, after taking us through the logical reasons 
which lead up to the practice, he has in this paper set out what I may 
describe in this country as the best accountancy practice dealing with 
accounts of undertakings carrying on business abroad. The difficulties 
that arise to-day, as he points out, are, of course, very great, in two 
particulars. First, as regards the fluctuations in exchange which take 
place so continuously and, secondly, the difficulty which arises in regard 
to what I might term floating credits and floating balances abroad. But 
when you consider that the object to be attained in setting forth the 
accounts of an undertaking carrying on business abroad is to represent 
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the true position here in the currency of the owning undertaking, that 
I think, is the real line which defines the method followed in accountancy 
practice. 

There is only one other point to which I would like to allude in passing. 
Mr. Cutforth suggests, perhaps with a little diffidence, that the most 
useful way of stating the earnings over any financial period is to take the 
average rate ruling over a period for the purp( 3 ise of converting that 
profit into home currency. I venture to think — and I speak with some 
experieijice of practice both of auditing and administration of companies 
carrying on business abroad — that that is really the most satisfactory 
way of dealing with it. There is one additional reason for saying that, 
and that is that if, as frequently happens, there is necessity for reviewing 
the charges or the earning capacity of that particular undertaking, in 
relation to the capital employed therein, there is no doubt you get a much 
more accurate result of such transactions or the profits earned during 
any financial period by taking the average rate ruling over that period. 
Then, as Mr. Cutforth points out — and I think he makes it abundantly 
clear — so far as the accuracy of the balance sheet is concerned, when 
you come to it later, any inaccuracy in the profit and loss account is 
corrected in the balance sheet by writing down the floating assets, or 
writing them up, as the case may be, at the rate ruling at the date of the 
balance sheet. In that respect, I entirely agree with Mr. Cutforth’s views. 

Thank you, sir, for giving me the opportunity of saying a word. I should 
like to congratulate Mr. Cutforth on his paper. 

The Chairman : Mr. Cutforth is going to make some remarks in reply 
to the discussion on his paper. 

Mr. Cutforth : Mr. Chairman, ladies and gentlemen, I will be as brief 
as I can in my replies, as the time is very short. I hope, therefore, that 
any of the speakers who do not find their queries answered by me will 
excuse me because of this limit of time. Mr. Butculescu, in his remarks 
following mine, dealt with this subject from a somewhat different angle 
from that with which I dealt with it in my paper. I was considering the 
case where the balance sheet and the profit and loss account had to be 
presented to the owners of a business in the currency of the country 
where the owners resided, but where the business itself, in whole or in 
part, was being carried on in another country, Mr. Butculescu d€als with 
a case where one currency only is bought and that is where the business 
is wholly carried on in one country, but where the currency of that country 
has fluctuated very widely. He suggests that, in such a case, it may be 
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necessary to take the gold standard as a basis, or, alternatively, to show 
the accounts in parallel columns, with the paper money in one column 
and the gold equivalent in another. 

One appreciates that there is a great deal to be said in favour of Mr. 
Butculescu's suggestion, particularly in countries where the currency has 
fluctuated very widely, but there are possible objections to such a pro- 
cedure. One objectioei is that to people in such a country, figures ex- 
pressed in gold have little or no meaning. They are not conversant with 
them, they do not understand them. Therefore, it is a question whether, 
if you turn one of those currency balance sheets into gold, it will be any 
more intelligible than it was before to the people who have to read it. 

There is another difficulty*^ and that is this, that gold itself has by no 
means a fixed value when you compare it with commodity prices. We 
can take an illustration from our own country, England. In the spring of 
1931 we were on the gold standard and our £ was in effect a gold coin, 
Now we are off the gold standard and in comparison with the gold £ our £ 
is only worth about 14s. ; but owing to various causes, including the 
world-wide fall in commodity values, many things can be purchased 
cheaper to-day in our currency than they could be purchased in the 
spring of 1931 with the gold £. So you see that if we in England, for 
example, attempted to-day to make a gold equivalent to our currency 
and to express our balance sheets in terms of gold, it is a very great 
question whether they would not be more misleading to people than 
they are to-day. 

The next speaker was Mr. Longstaff. He made some reference to de- 
preciation of fixed assets. I think he rather suggested that I had not 
dealt with them very fully in my paper, I have referred to my paper 
again and I think he will find, if he turns to pages 79 and 80, that I have 
really dealt with the particular points that he raised. 

I very much appreciate the kind remarks that Mr. Holman made. 
One of the chief difficulties in preparing a paper like this is to make it 
simple enough for people who have not had much previous experience of 
exchange, and yet sufficiently informative and interesting to people 
who have had the practical experience. I am very glad to know that, 
in Mr. Holman s view at any rate, I have combined those two considera- 
tions. Mr. Holman also referred to the question of losses arising subse- 
quent to the balance sheet by reason of the value of the floating assets 
going down. I quite agree that, as a measure of prudence it may be well 
and, in fact, justifiable, to make a reserve in that connection. All I 
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would say is that no one has yet been successful in persuading the Income 
Tax Authorities here to accept that method of arriving at the profit of 
the particular period. A third point also made by Mr. Holman was in 
connection with stocks of stores. He said he did not see why, if the 
market value of stores went down on the date of the balance sheet, the 
stores should be still valued at cost. I was considering, in that connection 
not stocks which are to be manufactured for re-sal^but stores of materials 
for use in the business itself, such as, for example, sleepers in the case 
of a Railway Company, railway lines and other engineering stores. It 
is not the practice, in a case like that, merely because the value of those 
stores which have been bought in fluctuating currencies is lower at the 
date of the balance sheet, to bring those materials into the balance sheet 
at that lower value. The general practice is to have regard to what they 
actually cost and when they are issued. Thus they form part of the ex- 
penditure on the line and they are charged up at what they cost and 
there is no question of writing off a loss on exchange in connection with 
assets such as that. 

Mons. Van der Spil referred, as I understood him, to the question of a 
Dutch Company which had bought property over here in florins and 
where the rate of exchange subsequent to the purchase varied very much, 
I still feel that I must stick to my guns in regard to such a case as that 
and say that the Dutch company should consider how many florins it 
had actually paid for that property. It is a matter for consideration 
whether, in view of fluctuations of exchange, the Directors care as a 
matter of policy, to write that asset down ; but when one gets on to the 
question of current value, one is on entirely different ground. I would 
suggest that we must adhere to the basis which is always adopted over 
here in regard to such assets, namely, that you state them at their cost 
and you maintain them in the balance sheet at that, subject to what you 
may consider necessary to write off for depreciation. The question of 
what it may cost to replace them at some subsequent date, that cost 
being either greater or less by reason of exchange fluctuation does not 
enter into that particular problem. 

The only other remark I would like to make in closing is to say how 
very much I appreciate the kind comments of Mr. Cash, especially, sir, 
as I was an articled clerk of his something like 30 years ago and he taught 
me a great deal of what I know now. 

The Chairman : Ladies and gentlemen, before leaving the Chair, I 
want to express my personal thanks to Mr. Holman for his complimentary 
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remarks about Holland. Secondly, I want to thank Mr. Cutforth for the 
most instructive paper that he gave us. He reminded us that this is a 
very difficult matter and I may say it is a problem that has faced us in 
Holland for many years. We have a currency in the Dutch East Indies 
which is not the same as our home currency. Mr. Cutforth gave expression 
not only to compliments to Holland, but to views which are new to us 
in many respects. I express my thanks to those who have taken the floor 
and given us their opinions on Mr. Cutforth's paper and now I declare 
the session closed and it will be opened at 3 o'clock for Sir Albert Lyon’s 
paper. Thank you. 
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Problems relating to the accounts of Holding and Subsidiary 
Companies form an appropriate subject for discussion at this inter- 
national gathering, as to some extent they arise from the fact that 
the operations of many commercial undertakings are carried on in 
more than one country. The foreign subsidiary presents all the 
problems of the domestic subsidiary and some additional difficulties, 
especially since the partial breakdown of the exchanges which we 
have witnessed in the recent past. Moreover, increased public 
interest in the subject has been aroused in more than one country 
in the last year or two as the result of disastrous failures of groups 
of closely allied companies. 

The subject is a difficult one, and in attempting to deal with one 
phase of it to-day I cannot fail constantly to be reminded of the 
loss we have all sustained through the death of Sir Gilbert Gamsey, 
who was to have prepared a paper upon this subject to be submitted 
to this Congress and who, by reason both of his brilliant gifts and 
his long-continued interest in the subject, was especially well fitted 
to do so. 

You will note that I have been asked to deal with accounting 
principles, and questions of law will only be touched upon inci- 
dentally as may seem necessary. 

As regards existing law, so far as I have been able to ascertain, 
the attempts of legislatures to deal with the subject have been few 
and ineffective. I cannot forbear mentioning as an illustration the 
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legislation in this country embodied in the Companies Act, 1929. 
That Act requires that certain particulars shall be disclosed to the 
members of a holding company relating to the trading results of 
its subsidiaries. The particulars briefly epitomised are as follows : 
A statement signed by directors is to be annexed to the balance sheet 
of the holding company stating how the profits and losses of the 
subsidiary company, or where there are two or more subsidiary 
companies, their aggregate profits and losses, have, so far as they 
concern the holding company, been dealt with in that company’s 
accounts, and it is required in particular that the statement shall 
contain information as to flow and to what extent (a) provision has 
been made for the losses of a subsidiary company either in the ac- 
counts of that company or of the holding company or both, and {b) 
losses of a subsidiary company have been taken into account in ar- 
riving at the profits and losses of the holding company. It is specifi- 
cally provided, however, that it shall not be necessary to specify the 
amount of the profits or losses of any subsidiary company or the 
actual amount of any part of such profits or losses which has been 
dealt with in any particular manner. 

I venture to think that the particulars required by the Act to be 
disclosed are of so general and vague a character as to be quite 
insufficient to supply shareholders with the information necessary for 
them, if they are to have a just view of the earnings of the enter- 
prise in which they are interested and of its prospects. The provi- 
sions which I have epitomised may indeed have the unintended 
effect of providing justification for directors who wish so to prepare 
the accounts of a holding company as to conceal from those chiefly 
interested the actual results of its activities. 

Definition of Holding Company, 

In my experience, which dates back a good many years, the 
term holding company ” was first used to describe a company 
formed for the express purpose of combining the interests of a 
number of companies or firms carrying on similar or related busi- 
nesses. The process consisted in the incorporation of a company 
and the issue by that company of its shares in exchange for the 
shares (in some cases the ordinary shares only) of the existing 
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companies, any firms proposed to be acquired being converted into 
companies for the purpose. The business of the holding company 
was confined to the supervision of its subsidiary companies and the 
receipt and distribution of dividends received from them. 

Since those early days the conception of a holding company has 
been widened, and now includes companies which, in addition to 
holding interests in subsidiary companies, may carry on very 
important business operations on their own account. A sub- 
sidiary company may represent a business acquired, or what was 
formerly a part of the business of the holding company or of other 
subsidiary companies, or perhaps even cf mere device to facilitate 
financial operations or to avoid publicity. 

The term " subsidiary company is to-day not restricted to 
companies of which all the ordinary shares are owned by the holding 
company. It is applied variously, but I would say that a fair 
definition of a subsidiary company would be a company of which 
the holding company possesses voting control either through a 
shareholding in the subsidiary itself or through shareholdings in 
another company or companies. British accountants will realise 
that this definition is wider in its scope than the definition with 
which they have been provided in the Companies Act, 1929, since 
the statutory definition in that Act is not so framed as to include 
sub-subsidiary companies. 

The facts that subsidiary companies themselves have subsidiary 
companies and that subsidiary companies may be incorporated in 
a jurisdiction different from that of the holding company make the 
problem exceedingly complex. 

The wholly owned subsidiary company and the subsidiary 
company in which only a majority interest is owned, stand on 
different bases. 

For practical purposes it seems to me that subsidiary companies 
may be classified into groups — at the one extreme are companies 
which are wholly or substantially wholly owned by the holding 
company — at the other extreme, companies in which the holding 
company controls only a bare majority of the voting power. Between 
these limits a third category may perhaps be formed, comprising 
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companies in which the holding company's interest is sufficiently 
large to give it effective control of the subsidiary for all purposes, 
including winding-up, sale or amalgamation, for which purposes I 
believe in most countries more than a mere majority is needed : in 
Great Britain the necessary majority may be put at 75 per cent. 

The rules which may properly be applied to the accounts of a 
subsidiary falling within one of these categories may not be applic- 
able, or not applicable without modification, to a subsidiary of 
another class. 

I think also that it would be unsafe to assume that foreign and 
domestic subsidiaries staild on precisely the same footing. The 
difference in status becomes immediately apparent when such 
untoward events happen as an outbreak of war or the restriction 
of exchange transactions. 

It will, I think, be helpful therefore to consider the subject 
before us to-day, first in relation to domestic companies wholly (or 
substantially wholly) owned, and to pass later to any considerations 
applicable specially to the cases of companies merely controlled, 
and foreign companies. 

The Two Sections into which the Subject is Divided, 

The title of this paper was prescribed for me by the Executive 
Committee, and I think there is significance in the fact that of the 
two sections into which the subject is divided earnings " comes 
first and '' valuation," that is, statement of assets, takes second place. 

I say it is significant because, in this country at any rate, it has 
been the practice to regard the statement of earnings, that is the 
profit and loss account of a company, as of much less importance 
than its balance sheet. It is true that the law which previously 
required only the preparation, registration and circulation of a 
balance sheet, now directs that a profit and loss account shall be 
prepared, but there is no statutory obligation as there is in the case 
of a balance sheet, to circulate it to shareholders (or to specified 
descriptions of shareholders) ; the law is sufficiently complied with 
if such an account is prepared and laid before the general meeting 
of shareholders. I am not lawyer enough to tell you precisely how 
this ceremony is performed and what its value may be, but a com- 



HOLDING AND SUBSIDIARY COMPANIES 127 


parison of the requirements of British law relating to the two 
accounts seems to indicate that the balance sheet is viewed as an 
account of greater importance and of greater informative value to 
shareholders than the profit and loss account. When I come to the 
latter of the two sections into which my subject is divided, I shall 
say a very few words regarding the limitation^ of balance sheets — 
the matter is too large to discuss at length in a paper dealing with 
holding and subsidiary companies — and when the fact of these 
limitations is taken into account one is forced, I think, to the 
conclusion that insufficient stress has been laid on profit and loss 
accounts and that hitherto too large a sliare of public attention has 
been bestowed on statements of assets and liabilities. 

Principles involved in the Treatment of the Earnings of 
Holding and Subsidiary Companies 

I hope you will agree with me that the profit and loss account of a 
commercial enterprise should be so framed as to set forth with as 
near an approach to accuracy as possible the results of its business 
operations during the period to which the account relates, and that 
this principle should be applied to all companies, whether their busi- 
ness is carried on or partly carried on through subsidiary companies 
or not. 

Wholly owned Subsidiaries 

Wholly owned subsidiary companies, though in law separate 
entities, are in fact from many aspects nothing more than branches of 
the holding company, and I would lay down as a general principle 
the rule that the most correct accounting treatment of the earnings 
of such companies by the holding company is that which produces 
the same income as would be shown if the branches did not exist as 
separate legal entities. 

I am aware that it is the practice of some holding companies to 
take up in their accounts the entire profits of their subsidiaries 
during the same period, whether declared in dividend or not, and 
this practice has the merit of showing clearly the aggregate of the 
profits earned by the organisation during the period. On the other 
hand, the practice results in the inclusion, as an asset in the 
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accounts of the holding company, of profits of subsidiaries which 
have not been and may never be distributed. 

When the practice is adopted the holding company should regard 
as not available for dividend to its own shareholders any portion 
of its revenue surplus which consists of undistributed profits of 
subsidiaries and a note may usefully be appended to the balance 
sheet showing how much of the surplus is composed of such profits. 

Under British law, and I suppose under the law of most other 
countries, the profits of a subsidiary company do not become the 
property of the holding company except in so far as those profits 
are properly declared as dividend. It is usual here to treat profits 
so declared as profits of the holding company in one of two ways, 
viz. either for the period during which the dividends are declared 
or for the period in respect of which they are declared. 

The latter is the better alternative as it tends to bring into the same 
period the results of the undertaking as a whole and for the same 
reason it is desirable that wherever possible the financial periods of 
the holding company and of its subsidiaries should coincide. 

Where the dividend of a subsidiary is partly derived from profits 
earned prior to the period in respect of which it is declared, the 
extent to which the dividend is so derived, at all events where it is 
considerable, should be disclosed in the accounts of the holding 
company either by adding the portion of the dividend paid by the 
subsidiary out of profits earned prior to the financial period to the 
undivided profits of the holding company at the beginning of the 
period, or by way of note in the accounts of the holding company. 

There are cases in which only a part of the profits earned by a 
subsidiary company is declared in dividend and the remainder is 
carried forward in its accounts as undistributed. Where it is the 
practice of a holding company to take credit in its profit and loss 
account only for dividends declared by its subsidiaries the result is 
that the earnings of the undertaking, as disclosed in the accounts of 
the holding company, are understated, and this fact must be recog- 
nised and must receive consideration in the light of the circumstances 
of each case. The commercial community, however, and I think I 
may say the law in this country, look on an understatement of profits 



HOLDING AND SUBSIDIARY COMPANIES 


129 


with a leniency which is not extended to an over-statement. If I were 
called upon to give my advice it would be to the effect that a holding 
company should make a practice of seeing that each of its wholly 
owned subsidiary companies declared in dividend lor each financial 
period the whole of the profits earned by it during that period. 
When, however, profits of subsidiaries reserved from distribution 
are made use of to supplement the dividends of later and perhaps 
less prosperous periods, considerations arise which have been dealt 
with in the remarks already made upon the treatment by a holding 
company of dividends paid by a subsidiary partly or wholly out of 
profits earned prior to the period for which its profit and loss account 
is made up. 

Where the dividend of a subsidiary is paid (or partly paid) out of 
profits earned prior to the acquisition by the holding company of its 
interest in the subsidiary, such dividend (or part of a dividend) should 
be capitalised in the accounts of the holding company preferably by 
being written off the book cost of the shares of the subsidiary, since 
the revenue fund out of which the dividend is paid formed wholly 
or partly at the time of its acquisition part of the assets in which an 
interest was acquired. It is useful as a method of giving effect to this 
principle in the case of a wholly-owned subsidiary, to carry to a 
separate account in the books of the subsidiary, any profits un- 
divided at the date of the acquisition. 

It follows that where the profit and loss account of a subsidiary 
company is in debit at the time of the acquisition of shares in it by a 
holding company, such pre-acquisition losses need not, so far as the 
holding company is concerned, be made good out of subsequent 
profits and so far as the subsidiary is concerned, I think that in 
British law it is permissible for dividends to be declared out of 
such subsequent profits without reference to prior losses. 

Where a subsidiary company is being financed by the holding 
company, it is sometimes the practice for the subsidiary to credit 
the holding company in current account with the dividends declared 
by the subsidiary company. I am disposed to think that it is prefer- 
able that all such dividends should be paid by the subsidiary by 
cheque or warrant on its bankers in the usual way, and that if this 

F 
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leads to a depletion of the funds of the subsidiary company to an 
extent requiring those funds to be supplemented, a further advance 
should be made by the holding company, not necessarily equal to 
the amount of Hie dividend, but regulated by the requirements of 
the subsidiary company. 

The principles which have been suggested as applicable to profits 
earned and to dividends declared by subsidiary companies apply 
equally to the profits and dividends of companies subsidiary to 
subsidiary companies. 

So far I have been dealing with the case of subsidiary companies 
which are earning profits, but important considerations apply to the 
case of such companies as may be incurring losses. It is in the highest 
degree desirable that provision shall be made for such losses out of 
the profits of the holding company or that they shall be added to its 
losses where that company is itself not earning profits, since other- 
wise the accounts of the holding company will not disclose, as I have 
said they should disclose, the results of the organisation as a whole. 
In considering the amount of the provisions to be made for such 
losses, the holding company may properly set off any undrawn 
profits for the same period remaining in the accounts of any other 
subsidiary or subsidiaries. 

I have sometimes heard the opinion expressed that when taking 
into consideration revenue losses incurred by a subsidiary, a holding 
company may treat such losses as offset by appreciation which may 
be deemed to have arisen in the realisable value of the properties 
and other fixed assets of the subsidiary. Estimated appreciation in 
assets is no part of the trading revenue of the year and cannot be 
set off against trading losses in computing the earnings of the group. 

An exception to the rule that a holding company should make 
provision for the losses of its subsidiaries may fairly be made in the 
case of losses incurred by a subsidiary where the book value of the 
holding company’s interest in the subsidiary, whether in the shape 
of the cost of shares or debentures or of advances, has been wholly 
written off or provided for in the accounts of the holding company. 
This exception, however, covers only cases of subsidiaries which 
have in effect been abandoned by the holding company. 
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In any case in which the financial period of the subsidiary ends 
at a date considerably before that of the financial period of the 
holding company, steps should be taken to ensure that if it seems 
probable that the subsidiary has made a loss in the intervening 
period, suitable provision is made in the accounts of the holding 
company. 

Those who have charge of the preparation ^r criticism of the 
accounts of holding companies should ascertain the extent to which, 
if at aU, the profits of subsidiaries included in those accounts consist 
of profits earned otherwise than in the ordinary way of business. 
It is as important that abnormal profits or transfers from inner 
reserves of relatively material size which reach the holding company 
through the medium of a subsidiary should be disclosed in the 
accounts of the holding company as that such profits or transfers 
originating in the accounts of that company, should be disclosed. 

There are a few other matters relating to subsidiary companies 
which require consideration in the preparation of the profit and loss 
account of a holding company. 

Firstly, the profits taken up in the accounts of a holding company 
as having been derived from a subsidiary company sometimes take 
the form, or partly take the form, of interest on advances on loan or 
on current account, made by the holding company. It is essential 
that such interest shall not be included in the profits of the holding 
company unless there are profits of the subsidiary available for the 
pa5nnent of such interest. If there are no such profits, the interest 
should be held in suspense in the accounts of the holding company 
and taken credit for as profits only when there are profits of the sub- 
sidiary available for the pa3nnent of it. Where interest payable by a 
subsidiary is provided out of the profits of some period not concurrent 
or approximately concurrent with that of the profit and loss account 
of the holding company, the suggestions already made with regard to 
dividends paid by subsidiaries out of the profits of prior periods apply. 

Secondly, where goods are sold to a holding company by a sub- 
sidiary at a profit, the profit on goods remaining unsold by the 
holding company at the date up to which its profit and loss account 
is prepared should be reserved in suspense in the accounts of the 
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holding company, leaving the subsidiary to treat the profits on 
such sales as available for dividend. 

The same principle applies to the case of goods or services supplied 
by a subsidiary for the purposes of capital outlay by the holding 
company. The holding company should charge its capital expendi- 
ture accounts only with the cost of supplies actually incurred by 
the subsidiary. ^ 

This principle is properly applied to aU dealings between com- 
panies comprised in a group which result in profits appearing in the 
accounts of those companies. 

Thirdly, it is of imporjiance that where administrative or other 
expenses are incurred for the common benefit of two or more mem- 
bers of a group of companies, they should be distributed among 
those companies upon a system intended to be continuously followed 
and designed to distribute such expenses as fairly as possible. 

Fourthly, subject to any modification necessitated by differences 
in conditions, the accounts of subsidiaries should be prepared on 
lines similar to those adopted by the holding company in such 
matters, for example, as provision for depreciation, amortization 
of leaseholds and other wasting assets, valuation ol stocks and of 
marketable securities and provision for liabilities. In short, so far 
as circumstances permit, the accounts of the holding company and 
its subsidiaries should be drawn up as if they were the accounts of 
one undertaking, as indeed they are in all but the technical differ- 
ence due to their existence as separate legal entities. 

To give full effect to the principle it is necessary that the aggregate 
charge in the accounts of the holding and subsidiary companies for 
depreciation, amortization of leaseholds and other wasting assets, 
should be the same as if those assets were owned directly by the 
holding company. Let me illustrate the point : 

Assume the case of a subsidiary company owning nothing except a 
leasehold which stands on its books at an amount equal to its share 
capital, say £ 100 , 000 . Suppose that the shares of the subsidiary 
company stand on the books of the holding company at their cost 
of £300,000. Provision for amortization of the leasehold should, I 
think, be computed on the basis of £300,000, one-third of the charge 
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being taken up on the books of the subsidiary company and the 
remainder on the books of the holding company. 

Most instances requiring the application of the principle will not 
be as simple as that of the illustration given above. For example, in 
many cases the premium paid by a holding company for the shares 
acquired in a subsidiary will be represented to some extent at all 

I# 

events, by the acquisition of goodwill, but wherever provisions for 
amortization or depreciation are based upon the book values of 
assets, those values should be ascertained by reference to the price 
paid by the holding company rather than to the figures at which 
the several wasting assets are standing in^the books of the subsidiary 
company. If the point is overlooked, profits of the holding company 
may be overstated and opportunity wiU arise for abuses through the 
formation of subsidiary companies formed to acquire from a holding 
company properties at values materially less than their true 
cost. 

Subsidiaries controlled but not wholly owned, 

I will now briefly consider the question how far the suggestions 
made in respect of wholly owned subsidiaries need to be modified 
in the case of a subsidiary company in which an interest is held by 
shareholders other than companies within the group. In such a case 
the dividend policy should be determined by the position of the 
subsidiary company and not by consideration of the interests of the 
holding company alone. Special care should be taken to ensure that 
the inter-company transactions, including the apportionment of 
administrative and other common expenses between the subsidiary 
and other companies in the group, should be effected as between 
independent companies. It would still be desirable for the holding 
company to carry in suspense any inter-company profit on the 
transactions with such a subsidiary which has not been realised from 
the standpoint of the group as a whole, but the profit so carried in 
suspense may fairly be limited to a proportion equal to the propor- 
tion of the holding company's interest in the subsidiary. 

When losses are incurred by a subsidiary company which is not 
wholly owned, a point may be reached where the accumulated losses 
of the company exceed its share capital. In such an event it is 
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important to remember that the outside interests cannot be called 
upon to bear further losses and the whole of these must be borne by 
the holding company itself unless it has made full provision in 
respect of its shareholdings and sufficient provision in respect of its 
advances and has abandoned the subsidiary or has made arrange- 
ments whereby the outside interests provide their share of the losses. 

The comment which has been made upon the practice of taking 
up in the accounts of a holding company the undistributed profits 
of its wholly owned subsidiaries applies with even greater force to 
the undistributed profits of subsidiaries only partly owned. 

With these modifications the principles suggested as applicable 
to wholly owned companies apply also to companies incompletely 
owned. 

Foreign Subsidiaries. 

The foregoing observations upon the treatment of the earnings of 
subsidiary companies in general are to be considered as applicable to 
foreign subsidiaries, but mention should be made of one or two 
points specially affecting subsidiary companies incorporated abroad. 
Holding companies should take up in their accounts the amounts of 
any dividends declared by such companies converted into the 
currency used by the holding company at a proper rate. Whether 
that rate should be the rate ruling at the end of the financial peiiod, 
or the average of the rates ruling throughout the period, or the rate 
ruling on the date when the dividend is declared, are questions for 
consideration in the light of the peculiar circumstances of each case. 
It must not be forgotten, too, that in some countries at the present 
time the governments have fixed official rates of exchange which, 
however, so far as my information goes, are not always effective. 

Whether such dividends should be treated as divisible profits by 
the holding company may also require special consideration. In 
the present unhappy financial condition of the world, difficulties 
often arise in the transmission of funds from one country to another, 
and where such difficulties exist it would be weU that the holding 
company, though taking up in its accounts dividends declared, 
should not treat them as divisible profits but should hold them in 
suspense until they are received. 
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Accounting Principles involved in the Valuation of Holdings 

I now turn to the second of the two sections into which my subject 
as set forth in the title of this paper falls, namely, the Accounting 
Principles involved in the Valuation of Holdings, and before pro- 
ceeding to deal with this part of my subject in any detail, I desire 
to make some observations induced by the use of the word '' valua- 
tion/' If I remember aright there was an Act of Parhament relating 
to finance, passed in this country some years ago, with regard to 
which it was said, with what truth I have not concerned myself to 
ascertain, that it contained twenty-seven different definitions of the 
word '' value/' In any event, it will be^generaUy agreed, I think, 
that the word is susceptible of various shades of meaning. For 
instance, there are things which have a sentimental value, there are 
things which are of no value except to the person to whom they 
belong, there are things the value of which differs materially as the 
result of varying conditions, there are values of things as ''going 
concerns " and there are " break-up " values. 

I think, however, that to the ordinary person not specially versed 
in the technicalities of business, the word " value " as applied to a 
thing means what that thing could be sold for. 

In this sense the word " valuation " is not applicable to some at 
least of the classes of assets which figure in a great proportion of 
balance sheets. 

I think it of importance that it should be realised how misconceived 
is the notion, all too common, that the balance sheet of a commercial 
undertaking purports to set forth the " value " of the assets of that 
undertaking. 

In so far as those assets are what are generally known as fixed 
assets, to endeavour to set forth in a balance sheet their sale value 
would be irrelevant even if it were not also impracticable. By 
fixed assets I mean assets acquired and intended to be retained in 
relative permanence for the purpose of carrying on the business of 
the undertaking and not for the purpose of realisation at a profit. 
It must not be forgotten that " valuations ” are estimates which 
even although they are made, as they often are, by persons of the 
highest skill and integrity, remain nothing more than estimates. 
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It is only possible to ascertain value in the sense in which I have 
suggested that it is generally understood, by entering into a good con- 
tract for sale with a solvent party. I know how useful it would be in 
practice to business men and to investors if, from an intelligent 
perusal of the balance sheet of a commercial undertaking, they could 
obtain information as to the aggregate realisable value of the under- 
taking — what is soinetimes called '' net worth '' ; but balance sheets 
do not purport to give such information, and the plea of accountants 
that balance sheets should not be regarded as doing so is no mere 
shabby evasion. 

That plea rests not only on the fact that balance sheets are not 
designed to give such information but also on the equally important 
fact that in a large proportion of cases values, in the sense which I 
have attributed to the word, are not ascertainable, so far, at all events 
as fixed assets are concerned. 

The interest of a holding company in its subsidiary normally 
falls into the category of fixed assets as having been acquired not for 
resale but to be retained for the purpose of carrying on the business 
of the undertaking, and as such should be stated on the basis of 
cost, it being understood first, that due allowance is made in the 
accounts of the subsidiary company for the maintenance of its fixed 
assets ; second, that any trading losses of the subsidiary are 
provided for in the accounts of the holding company ; and third 
that any profits of the subsidiary brought into the accounts of the 
holding company, either by way of dividend or otherwise, which 
were earned by the subsidiary prior to its acquisition by the holding 
company, are deducted in computing cost. 

The fact, however, must not be lost sight of that the investing 
public is disposed to look upon shares and debentures in a light 
different from that in which they regard such fixed assets as good- 
will, land, buildings, plant, machinery and the like. They realise, 

I think, that directors and auditors are not usually in a position to 
form an opinion of the realisable value of such assets as goodwill, 
land, &c., and that, if they could, it would not be relevant so 
long as there was no intention to dispose of them, but they are 
apt to take a different view regarding shares and debentures, 
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whether they represent interests in subsidiary companies or not. 

In the case of wholly owned subsidiaries, since the holding com- 
pany's interest in effect represents the ownership of the assets of 
the subsidiary company (which may include goodwill, land, buildings 
and the like) the distinction is quite unfounded. Those responsible 
for the accounting of a holding company are not called upon to 
consider or attempt to set forth the realisable values of the holdings 
in subsidiary companies. 

Holdings in partially owned subsidiaries may stand on a footing 
different from that of wholly owned companies, particularly if the 
outstanding interest is large and reliable market quotations are 
available in respect* thereof. But even in this case a quotation 
which may properly be deemed a measure of the value of a small 
number of shares may not be equally indicative of the true value 
of a majority holding. 

Forms of Accounts 

At the risk of going somewhat beyond the subject assigned to me, 
I should like to say a few words on the subject of the form in which 
the relevant facts in relation to subsidiary companies can best be 
communicated to the shareholders of the holding company. 

In any attempt to deal with this question I think that two facts 
should be borne in mind. The first is that where investments in 
subsidiary companies are of material importance reasonable informa- 
tion in regard to the earnings, assets and liabilities of those companies 
is as essential to a proper understanding of the financial position of 
the holding company as information in regard to the earnings, 
assets and liabilities of the holding company itself. The second is 
that the character of subsidiary companies and the nature and extent 
of the interest of the holding company therein vary to so great an 
extent that no uniform rule can be laid down which could be 
expected to fit every variety of case. 

Various forms of account may be suited to various conditions, 
but I will name a few which suggest themselves to me. 

The best form to be adopted is, I think, the presentation of the 
statutory balance sheet and accounts of the holding company, 
accompanied by the accounts of subsidiary and sub-subsidiary com- 
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paiiies, with an explanation of the manner in which, and the extent 
to which the profits of the subsidiaries have been brought into the 
accounts of the holding company. 

There are cases, however, in which the number of subsidiaries 
owned or partly owned by a holding company is so large as to make 
this plan impracticable, and in such instances it is not unusual to 
supplement the statutory accounts of the holding company by 
combined statements of earnings and of assets and liabilities of the 
holding company and of its subsidiaries and sub-subsidiaries. This 
form has the advantage of presenting a comprehensive view of the 
facts but is open to serious objection, so far as the statement of 
assets and liabilities is concerned, in that the inference apparently 
to be drawn from the form is that the creditors, secured and un- 
secured, of the several companies forming the combination, have a 
common fund, namely the aggregate assets of the combination, to 
look to for the payment of their debts, which is not the fact. A 
further serious objection exists where the subsidiaries or some of 
them, are not wholly owned. It is necessary in such cases when 
preparing combined statements, to deduct from the aggregate 
earnings a sum to represent the share of the outside interests in those 
earnings and to set up a liability upon the combined statement of 
assets and liabilities to represent the interest of outside shareholders. 
Such an account should not be considered as a substitute for the 
statutory balance sheet which should be drawn up so as to show the 
financial position of the holding company as a legal entity. 

Another plan which is sometimes adopted and which has much 
to recommend it, is to include in the directors’ report a statement 
showing the aggregate profits of the subsidiaries and the proportion 
of them which has been brought into the accounts of the holding 
company. It is useful to add to such a statement a note of the 
amount of aggregate profits or losses since the date of acquisition 
carried forward in the accounts of the subsidiaries. Such a plan 
though giving useful information in regard to earnings, is deficient 
as supplying no information in regard to the assets and liabilities 
of the subsidiaries, a fact which may be of great importance, par- 
ticularly if any of the subsidiaries have heavy secured Habilities 
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outstanding. A modification, or perhaps I should say an attenuation, 
of this last mentioned plan is to add a note in the balance sheet of 
the holding company below the entry of its investments in its 
subsidiary or subsidiaries, to the effect that the net earnings of those 
companies for the financial period represent a specified percentage 
per annum on book value. 

# 

Audit of the Accounts of Holding and Subsidiary Companies 

I have already taken the risk of transgressing the limits of my 
subject, but I must beg to be forgiven for incurring the risk again. 
I should like to make a very brief reference to the audit of the 
accounts of holding and subsidiary companies. It is usually advisable 
that the same auditors should be employed to audit the accounts of 
all companies within a group and, indeed, there have been instances 
in which, if the same auditors had been employed to audit the 
accounts of all the grouped companies, irregular and perhaps 
improper transactions might have come to light at an early stage and 
much loss and trouble have been saved. There may, however, be 
diificulties or inconveniences owing to special conditions in making 
such an arrangement, but where the auditors of a holding company 
are not also auditors of the subsidiary companies or at all events 
of those of them which are of material importance, they should have 
access to the detailed accounts of the subsidiary companies and 
should be empowered to call for full explanations from the directors 
and auditors of those companies of any matters in the accounts 
which they may consider require explanation. 

Conclusion 

I hope that the foregoing remarks will not be without their 
value if only as a means of stimulating discussion of a subject of 
importance to the financial world. It is, too, a subject of growing 
importance in these times of large aggregations of capital in com- 
panies no small proportion of the activities of which is carried on 
through the medium of subsidiary companies. The fact that apart, 
sometimes the greater part, of the operations of a large commercial 
undertaking is carried on through subsidiary companies tends, where 
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some such procedure as that suggested above is not adopted, to 
the concealment of facts which it is material that those interested 
in the organisation should know. 

The practice of the formation of subsidiary companies and, I 
may add, particularly the formation of sub-subsidiaries, permits the 
carrying out of a policy of secrecy to a degree which would not be 
possible if the operatTons of an organisation were carried on through 
a single company. 

The degree of secrecy which may be justifiable in the conduct of a 
business carried on by partners, all of whom are usually in frequent 
contact and are entitled topfull information regarding the affairs of 
the firm (if they have not by express agreement waived their right 
to it) is out of place in a company the shareholders of which can look 
only to the accounts and the report (usually meagre enough in 
character) issued by the directors, for the particulars necessary to 
enable them to take an intelligent interest in the undertaking of 
which they are the owners. In addition to such opportunities of 
obtaining information they can, of course, attend the periodical 
meetings of the company, but any inquiries they may have to make 
must almost of necessity be based upon the information contained 
in the accounts and report supplemented possibly by a verbal 
statement made by the chairman. 

I venture, then, in the case of holding and subsidiary companies 
to put in a plea for increased publicity. I am aware that a policy of 
secrecy is often defended on the ground of the necessity for concealing 
facts the knowledge of which might be of value to competitors. I 
think it is quite possible to place too much emphasis upon the risk 
of benefiting rivals as the result of the publication of particulars 
useful to shareholders. Trade rivals are, after all, not dependent 
mainly on the reports and accounts published by the directors of a 
company for information as to its activities and their results, and the 
omission to disclose what may prove to be material facts may have 
serious results for the shareholders. 

The whole question is so important and so fraught with difficulty 
that it deserves the careful and constant attention of the organised 
profession of accountancy throughout the world. 
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In the United States of America the profession has made sub- 
stantial progress in dealing with it, greatly aided by the New York 
Stock Exchange which has insisted on adequate disclosure in one 
form or another in relation to subsidiary companies. In Germany 
the newly formed Institute will, I am sure, approach the question 
in the broad spirit that has marked its initial activities. In Great 
Britain, as I have indicated, the practice is not entirely satisfactory 
and is bound to receive further consideration, and I should be quite 
prepared to learn that the same may be said of other countries 
represented at this international gathering. 

The solution of the problems is not to be found in legislation, 
though laws more helpful than those now in force in this country 
could doubtless be devised. But laws cannot usefully set a standard 
of conduct such as directors and auditors truly concerned for the 
welfare of shareholders would wish to adopt, but only a minimum 
standard to which even the least conscientious must adhere or be 
subject to penalties. Neither directors nor auditors should be 
satisfied with bare compliance with such statutes. Nor should the 
accountant be content merely to adopt and follow public opinion ; 
in a field in which his experience gives him special competence he 
should aim to lead public opinion in the right direction. 

To achieve our full measure of usefulness we must combine 
honesty, independence and care in discharging our responsibilities 
with a broad view of the limits of those responsibihties and a willing- 
ness to extend those limits to meet the changing needs of business and 
of the investing public. 



DISCUSSION 


« 

The Chairman : Lord Plender, ladies and gentlemen, the Session this 
afternoon is devoted to a discussion of the paper on “ Holding and Sub- 
sidiary Companies, Accounting principles involved in the treatment of 
earnings and valuation of holdings.” The paper will be read or summarised 
by Sir Albert Wyon. ' 

Sir Albert Wyon, K.B.E., F.C.A. : Mr. Chairman, ladies and gentle- 
men, as the paper which I have prepared upon the subject of holding and 
subsidiary companies — accounting principles involved in the treatment 
of earnings and valuation of holdings, has been circulated among you 
in the shape of a printed pamphlet there is no need for me to do anything 
more at the moment than say a very few words by way of summary, 
The subject of my paper is one, I think, which is worthy of the close 
attention of the accountancy profession, in view of the continually in- 
creasing tendency to carry on commercial undertakings through groups of 
companies. I need scarcely lay stress upon the importance of the ac- 
counts of such groups of companies being prepared in such a way as to 
disclose with as near an approach to accuracy as possible the true eamngs 
and the financial position of the group considered as a whole. I have 
divided the consideration of the subject of my paper into two sections as 
is implied in the title — first, the principles involved in the treatment of 
the earnings of holding and subsidiary companies, and second, the ac- 
counting principles involved in the valuation in the accounts of holding 
companies of the interests owned by them in subsidiary companies. In 
dealing with the treatment of earnings I am making a number of sug- 
gestions relative to the incorporation in the accounts of a holding company 
of the profits earned by its subsidiaries having for their object the fair 
statement of the results attained by the group as a whole for the period 
to which the accounts relate. I realise that my suggestions, or at all 
events some of them, may not meet with acceptance on all hands, but the 
object aimed at will, I believe, appeal to all ; the only direction, I think 
in which differences of opinion are likely to arise being as to the efficacy 
of the suggestions made for attaining that object. The second section of 



HOLDING AND SUBSIDIARY COMPANIES 


143 


my paper, namely that which deals with the valuation in the accounts 
of holding companies of their interests in subsidiary companies, is one 
upon which different views may well beheld by members of our profession, 
but my view is that the interests of holding companies in subsidiaries 
are of the nature of fixed assets and as such are not properly the subjects 
of periodical revaluation in the same way as are assets which are held 
for the purpose of realisation at a profit. I am s^ng a few words re- 
specting the forms of account best adapted to disclose the financial position 
of a group considered as a whole, but the subject is somewhat beyond that 
covered by the title of the paper which, as I have said, was prescribed 
for -me by the Committee and I have therefore only touched upon it very 
briefly. While I cannot hope to have laid down principles of universal 
application on this important subject I hope that the remarks contained 
in my paper will assist in inducing a discussion of the principles touched 
upon. 

I now leave my paper before you for criticism and comment. 

The Chairman : The discussion will be opened by Mr. Maurice 
Peloubet, of the United States. 

Mr. Maurice E. Peloubet, C.P.A. (United States of America) : Mr. 
President, ladies and gentlemen, it is a bold thing for a pupil to venture 
to discuss the work of his teacher and the only thing which gives me 
courage to do this is the recollection of the consideration, the kindness, 
and most of all the patience which the teacher showed when the pupil 
was absorbing, so far as he could, the knowledge and wisdom of the teacher. 

It was my good fortune to be for several years associated both in the 
United States and England with the great firm which Sir Albert Wyon 
heads. It is not unusual for an accountant to have experience in both 
countries, but to have the American experience first and British expe- 
rience afterwards is rather unusual and the point of view thus developed 
is also perhaps unusual as it means, in effect, becoming familiar with an 
out-growth or development first and the source of the development after- 
wards. 

There are so many things in the paper before us which are admirable 
and with which we aU agree that it would take some time even to mention 
them and I hope everyone will understand that it is only the points where 
there is some possibihty of doubt or even disagreement that will be dis- 
cussed. 

Sir Albert seems to consider that the ideal situation in the accounts 
of a holding company is where the books of the holding company itself 
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express correctly the results of the entire enterprise. I am not quite sure 
whether it is a fair statement, but it seems to me that in the paper under 
discussion an attempt is being made to write into the books of the holding 
company what is essentially a consolidated income and surplus account. 
While this is a most interesting suggestion and possibly practicable where 
only a few subsidiaries with a relatively simple financial structure are 
concerned, I confess jjnyself somewhat doubtful of its theoretical sound- 
ness or practical desirability where numbers of subsidiaries with inter- 
locking stock ownerships and organised in different countries or under 
different legal jurisdictions are in question. 

With one exception all of the advantages of the method proposed would 
be gained by means of properly constructed consolidated accounts. The 
one exception is, of course, that the legal claim which any particular 
creditor or group of creditors has on any particular asset is not shown. 
However, are we correct in assuming that published accounts are drawn 
up primarily or even in a secondary sense for the benefit or information 
of creditors ? Is it not more correct to consider that the published ac- 
counts of a company are designed first of all for the information and 
protection of the proprietors — that is of the shareholders ? 

Whether it is possible, no matter how the underlying accounts are 
stated, to draw up a balance sheet of a large enterprise of complicated 
financial structure so that the same accounts may give the creditors of 
individual companies and the shareholders of the holding company the 
information they both need is to my mind a highly debatable question. 
That both groups interested in the enterprise are entitled to the infor- 
mation necessary for their protection is obvious and the only question is : 
how this can best be given and whether an attempt to make one state- 
ment answer for all purposes may not in some way fail to protect the 
interests of one or the other of the parties. 

In the paper under discussion it is suggested, in order to show on the 
books of the holding company the results of the consolidated enterprise 
that wholly owned subsidiaries should declare in dividends lOO per cent, 
of their profits each year. It is true that, with the exception of providing 
for losses, this would show a total profit which would be the correct 
figure for the consolidated enterprise providing all subsidiaries were 
100 per cent, owned. However, it is as is pointed out in the paper, most 
unlikely that all the subsidiaries would be in a position to pay such 
dividends in cash. 

If, as not infrequently happens, an integrated enterprise includes 
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producers of raw materials derived from wasting assets, such as quarries 
or mines ; plantations or other agricultural undertakings and manu- 
facturing or fabricating plants ; each unit of which is a separate company, 
we are forced to consider the varying financial requirements and capa- 
bilities of the different companies. 

The quarries and mines will probably have more cash receipts than 
book profits, the excess representing either reali^tion of deposits pur- 
chased or discovered ; the plantations and other agricultural under- 
takings may be able to pay out all of their earnings, but not much more, 
and the fabricating plants, which generally require a proportion of their 
earnings to be reinvested in new machinery or increased facihties, will 
be able to pay out only a portion of their book profits. 

To overcome these difficulties it is suggested that the dividend be 
paid in cash and the amount which would have to be turned back to the 
subsidiaries for re-investment, either in fixed or current assets, should 
be treated as an advance by the holding company to the subsidiary. 

It is hard to see how this somewhat artificial method of procedure 
could fail to create difficulties of several sorts. In the first place it would 
be very difficult for the shareholders or creditors of the holding company 
to distinguish between those advances or those parts of advances which 
represented the current assets, that is, which could reasonably be ex- 
pected to be repaid within a short time, from those advances which 
represented profits reinvested in subsidiaries and which could not be re- 
paid so long as the subsidiary continued to operate. 

There also seems to be a possibility of abuse present in the ability of 
some companies to pay more currently to the parent or holding* company 
than their profits declared as dividends. 


Let us suppose this situation : 




Cash not 


Book 

required in the 


Profits 

business 


$ 

$ 

Mexican Quarries S.A. 

500.000 

750.000 

Tennessee Nickel Corporation 

750.000 

1,100.000 

Florida Rubber Estates, Inc. 

250.000 

250.000 

Arizona Cotton Plantations, Inc. 

200.000 

150.000 

Superb Manufacturing Co., Inc. 

1,200.000 

700.000 


$2,900,000 

$2,950,000 
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The holding company would, under the plan proposed, have dividends 
of 12,900.000 — credited to its income account and would have to repay, 
as advances ; $ 

Arizona Cotton Plantations, Inc 50.000 

Superb Manufacturing Co., Inc. . . - • • • 500.000 

$550,000 

On the other hand, the holding company would naturally receive 
advances from : — 

$ 

Mexican Quarries S.A. . . . . • * • • 250,000 

Tennessee Nickel Corporation . . . . . • 350.000 

$600,000 

Under these conditions the holding company could pay out the entire 
declared profits of subsidiaries in dividends to the stockholders of the 
holding company as it would have both the book profits to declare the 
dividends from and the money with which to make the payment. Such 
a procedure would, I think, be wrong but, if we once admit the premise 
that total book profits should be declared as dividends (such dividends 
to be paid in cash) and that any amount so paid in excess of the sub- 
sidiary's ability to pay should be returned to it as an advance, it would 
be difficult to attack, on any moral or legal ground, the corollary that any 
subsidiary possessing funds in excess of its needs should advance them 
to the holding company. If this were admitted nothing could stop the 
holding company, in cases like that outlined, from making a dividend 
payment which is clearly legal and, to my mind, just as clearly improper. 

If consolidated accounts on the usual basis were prepared the income 
account of the holding company would be credited with dividends from : — 


Mexican Quarries, S.A. 

$ 

500.000 

Tennessee Nickel Corporation 

750.000 

Florida Rubber Estates, Inc. 

250.000 

Arizona Cotton Plantations, Inc. . . 

150.000 

Superb Manufacturing Co., Inc. 

700,000 


$2,350,000 


This $2.350.000 — ^would represent the total amount payable to share- 
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holders of the holding company if each subsidiary had to stand on its 
own feet financially. The difference of $550-000 — ^would remain as an 
increment to consolidated surplus and would be shown as such in the 
consolidated accounts. It could not be paid out in dividends to the share- 
holders of the holding company until such time as the individual sub- 
sidiary had sufficient cash as well as profits. 

No such procedure as that outlined would, I an? sure, be countenanced 
by the author of the paper under discussion but I am afraid that if the 
general principle put forward were adopted the auditor might have some 
difficulty in arguing against this apparently logical extension of his ideas. 

A correctly drawn up consolidated balance sheet and income account 
meets all these objections and the reason seems to be that the consoli- 
dated accounts are frankly and plainly statistical statements or, if we 
do not like this description, we may say that they are the representation 
of an economic unit rather than a statement of assets on one hand and 
the various claims against those assets on the other. 

In the United States we do not always regard the published accounts 
of a company as being the directors' accounts which we are called on to 
verify. As a rule the auditor has more or less to do with the construction 
and form of the accounts as well as their audit. In British practice, at 
least so far as the audits of single companies are concerned, accounts are 
prepared by the directors and unless the audit discloses discrepancies for 
which the directors' accounts must be adjusted the auditor has completed 
his duty when he is able to attach the statutory certificate to the direc- 
tors' accounts. When it comes to consolidated balance sheets and in 
many cases the accounts of holding companies, the situation is radically 
different. Consolidated accounts are not and cannot be directors' ac- 
counts as there can be no directors of an extra legal entity which is set 
up for statistical and financial purposes only, but which has no legal 
being of its own. One cannot be a director of an accounting consolidation 
of a dozen companies any more than one can be a director of an index 
number or an industrial census. Consolidated accounts are the creation 
of the auditors, not in their capacity as auditors, but as accountants. 
They are auditors of the constituent companies but when these are 
brought together in a consolidated balance sheet and income account 
the work becomes a matter of construction rather than of verification 
and it is the accountants' responsibility to construct a picture of a ntunber 
of enterprises all differing in some respect, but all forming part of one 
economic unit. This requires not only correct accounts for each con- 



148 HOLDING AND SUBSIDIARY COMPANIES 

stituent company but also a separation of the accounts of the consti- 
tuent companies as between those activities and functions which have 
to do with other units of the organisation and those which have to do 
with companies or individuals outside the organisation. 

It is obvious that there can be no legal basis for procedure in such a 
situation. This fact not only does not relieve the accountant of responsi- 
bility but increases it ^s where there are legal rights and duties the ac- 
countant can do nothing but express them. Where, however, most of 
the debatable points are decided on the basis of economic fitness or on 
fairness in acknowledging obligations which are not yet perfected to 
legal form the difficulties and responsibility are much greater. 

All this is based on the proposition that consolidated accounts are 
primarily an accounting creation ; that they do exhibit correctly, when 
properly drawn up, the status of a certain economic unit but they do 
not represent the position of any one legal entity or of any one consti- 
tuent element of the combination. 

All the weaknesses and deficiencies of consolidated accounts, which 
certainly exist and can be clearly and easily demonstrated, may be over- 
come simply by admitting them and stating them clearly. While I, of 
course, agree with the author of the paper we are discussing that the 
ideal situation is to present a consolidated balance sheet of the entire 
enterprise and the legal balance sheet of the holding and constituent 
companies, this procedure is a practical impossibility where a consolidation 
involving say 50 companies is being considered. Here, it would seem, 
there is little doubt that the consolidated accounts are the proper means 
for the protection and information of the shareholders. 

Holders of bonds or debentures are entitled to a clear statement of the 
assets to which they may look for repayment. If these assets consist 
of the property of a subsidiary company then it is the balance sheet of 
that subsidiary and that alone in which they are interested and a com- 
plete balance sheet or some other statement in sufficient detail should 
be given to them. Banks, merchandise creditors or unsecured creditors 
may also be entitled to the accounts of the particular company to which 
they have extended credit. This however is generally a matter of private 
understanding or agreement and does not affect the question of published 
accounts. There seem to be some dangers and there are certainly many 
complications involved in an attempt to show on one set of financial 
books the result of an enterprise which is held together by investments 
made by a holding company. It may be that some of the difficulties in- 
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volved in carrying out the suggestion contained in the paper under dis- 
cussion are not as great as they seem to be and it may be that the de- 
sirable features of this method of treating holding company accounts 
are greater than they appear. I have, of course, given only my personal 
opinion and I would be happy to be convinced that I am wrong as such a 
method if it were possible, would make many things in connection with 
the accounts of a large and complicated enterpilse much easier and 
simpler to handle. 

While the detailed problems involved in the construction of consoli- 
dated accounts are outside the scope of this discussion a comparative 
view of the type of holding company accounts proposed and the usual 
consolidated accounts which cover the same ground necessitates the 
consideration of some points involved in the construction of consolidated 
accounts. 

If all completely owned subsidiaries should declare their total annual 
profits in dividends no discretion would be left to the accountant when 
deciding on what completely owned companies should be included in 
the holding company's accounts. 

Under the ordinary methods of consolidation this problem divides it- 
self into two contrasting questions — ^first, what companies should be 
consolidated regardless of extent of ownership and second, what per- 
centage of ownership is a proper basis for consolidation. Although it may 
not be the orthodox opinion it would seem that there might be cases 
where 100 per cent, owned companies should not be consolidated. Where 
a company is owned 100 per cent, but where the business is not a true 
part of the economic unit and is neither directly nor indirectly under 
the parent company's management the shares of that company should 
be carried as an investment. If a company manufacturing heavy machi- 
nery should sell a number of presses to a company in a novelty metal 
stamping business and was later forced to take over the capital stock of 
the latter company in payment for the machinery it had supplied, this 
would seem to be so far removed from the general business of the company 
that consolidation would not be indicated. 

As to percentage in consolidation there is, of course, wide latitude. 
About the only vahd argument for not consolidating a company which 
is clearly a part of the economic unit and is over 51 per cent, owned is 
the inconvenience and difficulty of handling large items of minority 
interest. In the United States there seems to be general agreement that 
ownership of 75 per cent, is a fair minimum for justifying consolidation 
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which view, however, is not shared by the United States income-tax 
authorities who now require ownership of 95 per cent. 

It is interesting to see that the British practice in regard to percentage 
required for consolidation is substantially the same as that existing in 
the United States, and we should be glad to have our views confirmed 
by our British friends. 

Under the plan pr8posed for holding company accounts the interest of 
the holding company in the profits of partially owned subsidiaries would 
be shown only to the extent of dividends declared by the subsidiary on the 
basis of an independent company and the usual elimination of unrealised 
inter-company profits would be made, although by another method. 

The effect would be to show in the holding company's accounts all 
profits of completely owned companies but only those payable in cash 
where the ownership was less than complete. 

If, to take the former example, the Superb Manufacturing Co., were 
95 per cent, owned the income account of the holding company would 
be reduced, not by 5 per cent, of the profits of $1,200,000 or $60.000 — 
but by $535,000 being the $500.000 — of books profits not distributable 
in cash and $35.000 — ^being 5 per cent, of the $700,000 the greatest possible 
dividend payable in cash. 

Conversely if the same company were 95 per cent, owned and the 
remaining 5 per cent, acquired the holding company's income account 
would be increased by $535,000. 

There is no doubt that the hope expressed by Sir Albert that his re- 
marks would stimulate discussions will be realised. I think we can all 
agree that there has seldom been a paper written on this subject which 
brings up more points which are doubtful or contentious and which de- 
serve the most careful thought and the fullest discussion. Our responsi- 
bilities in connection with the enormous aggregates of capital and pro- 
perty which dominate most of the important industries is heavy and 
there is no one else to shoulder this responsibility or even, in any great 
degree, to help us with our problem. If we rely too much on either the 
lawyer or the engineer, who are usually our closest associates outside of 
our own profession, we are led into numerous and dangerous errors. 

One of the first lessons which I learnt when I was fortxmate enough to 
be associated with the writer of the paper we are now discussing and his 
firm was that the principal duty of the auditor was the exercise of his 
own judgment, uninfluenced by that of other persons, particularly in- 
terested persons, and this attitude is perhaps more necessary in connec- 
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tion with the accounts of large holding companies than in any other part 
of our work, 

I think we are all in complete agreement with Sir Albert so far as the 
principles of correct and honest disclosure of aU pertinent facts to all 
parties entitled to such information is concerned. Whether we all of us 
see eye to eye with him in matters of procedure is another matter. We 
may or may not agree entirely with the means by ’S^hich the paper we are 
discussing suggests that the results should be obtained but none of us can 
in any way disagree with the basic principles which are brought out in 
this paper and it is in this spirit that the discussion of this valuable and 
provocative paper has been opened. 

Mons. P. Klijnveld (Holland) : Mr. Chairman, my Lord President, 
ladies and gentlemen, before submitting my remarks on the subject of 
holding and subsidiary companies I would like to say that I have read the 
paper with extraordinary interest and I am grateful that this subject, 
which also interests we Dutchmen so much, has been treated so fully and 
efficiently. In fact my observations are intended more as a commentary 
to a few questions which I hope that Sir Albert, who has proved that he 
commands the subject, will answer. 

Excepting with respect to life insurance companies there are in Holland 
up to this moment no legal regulations with regard to the composition of 
the profit and loss account, and the law only gives a few rules as to the 
publication of balance sheets, stating how the assets should there be 
mentioned and also that the balance sheet must be accompanied by an 
explanatory memorandum, signed by the management and directors, 
stating on what basis the assets are valued. One of the stipulations is that 
participations in other companies shall be separately in one item men- 
tioned in the balance sheet, in combination with the advances to these 
participations ; the Dutch law, however, does not know a regulation such 
as that of the English Companies Act of 1929 with regard to the profits 
and losses of subsidiary companies, as Sir Albert has mentioned. 

Sir Albert considers the facts and figures required by English law in- 
adequate to afford the shareholders the information necessary to furnish 
them a correct view of the earning capacities of the whole undertaking, 
as no specification need be given, and he further observes that the re- 
gulations have the imintended effect that the Board of Directors can 
have a complete view of the situation, seeing that they can demand to be 
shown detailed figures. The regulations which Sir Albert would like to 
see extended may represent a great advantage for the shareholders as 
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compared with the countries in which there are no legal regulations with 
regard to the publication of profits and losses. If, however, a holding 
company were to go too far in their specifications of profit and losses there 
would be a danger that it would thereby inform the competitors, prob- 
ably to the detriment of the concern. In my opinion, losses suffered by a 
subsidiary company should be expressed in the holding company by dis- 
counting the loss in 1:he valuation of their interests, or, if the holding 
company can no longer do this in the valuation of its share holdings, to 
write them off from the claims which the holding company has upon the 
subsidiary company. I am of opinion that one cannot go so far as to 
state in the profit and loss ^accoxmt of the holding company the exact 
amounts with the names of the subsidiary companies. 

I would therefore like to ask Sir Albert whether he does not consider 
it sufficient, if guarantees are offered, if the English auditor submitting a 
full statement should be compelled, if the company has not taken suffi- 
ciently into account the losses in participations, to make a statement to 
that effect. In Holland the mere signature of the auditor under the 
balance sheet and profit and loss account means that he assumes the full 
responsibility for the document signed, and it would also mean that 
sufficient provision has been made for losses. It will not be possible to 
affix such a signature for a holding company under the principles which 
now exist in Holland unless one has carried out the auditing of all the 
subsidiary companies. The Dutch auditor would in such a case make a 
statement in which he would place this on record, if the losses in sub- 
sidiary companies have not been sufficiently taken into account. 

I should also like to ask whether there is not, when giving the matter 
so much publicity, a danger that one should encourage the holding com- 
panies who have made earnings themselves or from other subsidiary 
companies to transfer amounts to the subsidiary company showing a 
loss before the balance sheet is made up, so that losses are camouflaged. 
A far greater guarantee, therefore, would lie in a special regulation with 
regard to the auditors' statement for holding companies by insisting 
that the auditor should not only make a statement relating to the balance 
sheet and profit and loss account of the holding company, but also with 
regard to the consohdated balance sheet of the group and the combined 
profit and loss account. 

I hope that this or the following Congress will reach agreement to fix 
an international certificate and an international programme of labour for 
accountants. 
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Regarding the chapter of '' Definition of a Holding Company '' in 
Sir Albert's paper I would only ask : Is there not a danger, if a holding 
company is not only interested in other companies having the same or an 
allied object but has also a preponderating interest in a bank, or if one 
of the subsidiary companies practically governs the administration of 
the fortune of the leader of the organisation ? This should be reported 
internationally, as such a position forms a great djftiger. I should like to 
have the speaker's view on this point. 

We need only glance at the events of the last few years to appreciate 
what a gigantic risk can lurk in the combination of an industrial operating 
company and a bank. Would not a great deal be attained if an inter- 
national regulation could be made with regard to this ? Present economic 
difficulties have led great concerns to expand their interests in foreign 
countries in order to face international difficulties, so that the institu- 
tion of a holding company and subsidiary companies will, in my 
opinion, be considerably extended in the future. If anywhere there 
is here a great need for international laws and the co-operation of 
accountants. 

In his paper Sir Albert further states that the auditor of the holding 
company should in fact be the auditor of all the subsidiary companies, 
and I agree with this, but this is not always possible in practice. There 
must, however, be contact between the various auditors of the sub- 
sidiary companies and those of the holding company by means of the 
fact that the auditors of the subsidiary companies should carry out their 
work according to a uniform programme or plan approved by the auditor 
of the holding company and that the auditors of the subsidiaries should 
send in their reports to the auditor of the holding company, in which 
reports the points which the auditor of the holding company has asked 
for should in any case be explained. The balance sheet and profit and loss 
account of the holding and subsidiaries should be submitted in a uniform 
manner. Particular attention should in doing so be paid to : 

(1) The valuation of the finished stocks and raw materials. 

(2) The distribution and solvency of the debtors. 

(3) The extension in the fixed assets and the depreciation written 
off from these, so that the auditor of the holding company can 
include positive statements about these in his report, naturally 
making the reservation that all the subsidiaries have not been 
audited by him personally. 

An essential point is, in my opinion, that the fiscal year or periods of the 
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holding and the subsidiaries should close on the same date. In certain 
holding companies there is, besides the public auditor who audits the 
books at the request of the directors or shareholders, the company's own 
staff of auditors, who verify a part of the subsidiary companies. 

With respect to the value of the reports of this audit department for 
the auditor of the holding company, the same views apply, in my opinion, 
as to the reports of the public auditors of the other subsidiary companies, 
namely, the auditor of the holding company will have to approve the 
programme or plan of the operations of the audit department and must 
have the right to supplement this programme if necessary, and further, 
that all reports, prepared as just described with respect to those of the 
public auditor, wiU have to be sent to him. He will also have to see that 
the verification is carried out according to instructions, and convince 
himself of this by unannounced inspections at variable times. 

The Chairman : We have a long list of speakers this afternoon, and 
for that reason, much to our regret, we shall have to limit the time of 
all the speakers. As they come up in turn they will find certain lights on 
the desk. As long as the green light is on there need be no apprehension ; 
then we have a warning in the form of a red light. The red light seems to 
have worked pretty well. (Laughter.) 

Mr. L. W. Farrow, F.C.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, may I first be allowed to congratulate 
Sir Albert Wyon on the exhaustive manner in which he has dealt with the 
subject matter of his lecture. So well has Sir Albert Wyon in his lecture 
covered the points which fall within the scope of his subject that there 
seems to me very little else to be said. Bearing this in mind, perhaps I 
may be forgiven if my remarks go somewhat outside the scope of the 
subject. My excuse is that even accounting principles may at times be 
influenced by public opinion, whether that opinion be enlightened or 
otherwise. 

As Sir Albert Wyon has stated, public interest in the subject of his 
lecture has increased materially during the last few years. This must 
necessarily be so as the structures of our large industrial combines have 
been built up on the basis of holding and subsidiary companies. Per- 
sonally I do not consider that this tendency has been a matter of in- 
tention, but rather that the rationalisation of industries, and the com- 
bination of several small units into large units has led through one cause 
or another to the retention of the individual companies comprising those 
combines. In my opinion holding and subsidiary companies have become 
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a permanent feature of industrial finance in this and other countries, 
and it is therefore of paramount importance that everything should be 
done that is possible to allay the suspicions which now exist and to avoid 
a repetition of those black spots which exist in what is the short history 
of this method of company finance. 

If the accounting principles which Sir Albert Wyon has indicated are 
followed I am certain that all will be well with the future of holding and 
subsidiary companies. I hope therefore that the greatest possible pub- 
licity will be given to his lecture. 

There are one or two points in the lecture upon which I should like to 
ofier comments. I agree with Sir Albert Wyon that the only satisfactory 
method of dealing with profits of subsidiary* companies, especially those 
which are wholly owned, is to bring in to the profits of the holding com- 
pany the whole of the profits earned by the group. In other words, to 
treat the subsidiary companies as though they were branches of the 
holding company. Should there be debenture holdings or share holdings 
in a subsidiary company not held by the parent company, the question 
arises as to whether part of the profits earned, especially in good years, 
should be retained in that subsidiary company to strengthen its resources. 
If this be decided upon I still consider that the amount so retained should 
be brought into the profits of the holding company, but of course they 
must be earmarked, as Sir Albert Wyon has suggested, as not available 
for dividend to the shareholders of the holding company imtil they are 
actually declared by way of dividend by the subsidiary company. 

As to the manner of carrying out this latter procedure there are several 
methods, perhaps all equally good. Personally I prefer that such profits 
shoxxLd be held in suspense on the liabilities side of the balance sheet and 
added as a separate item to the value of the holding on the assets side of 
the balance sheet. So far as the profit and loss account is concerned, the 
whole of the profits earned by the subsidiary would be included with the 
profits of other subsidiaries, if any, and the amount held in suspense 
would be debited on the other side of the profit and loss account as a 
transfer to the suspense account, to which I have referred. 

When we come to the question of losses, I think it essential that the 
holding company should either provide for losses made in subsidiary 
companies by deducting such losses from the earnings of other subsidiary 
companies in the profit and loss account and deducting a similar reserve 
from the value of the shares in the subsidiary companies or by passing 
credit notes to the subsidiary companies equal to the losses sustained. 
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Sir Albert Wyon has mentioned the question of dealing with profits 
on goods sold to a holding company by a subsidiary company, or what 
might equally apply, where profits are made on goods sold by the holding 
company to the subsidiary company, and I do not think that anyone 
can disagree with what Sir Albert Wyon has suggested should be done 
in relation to this matter. A difficulty however does frequently arise in 
this connection. A Ifblding company may acquire another company which 
previously has been its customer. In the balance sheet of the newly 
owned subsidiary will frequently be found stocks of goods which have 
been manufactured by the holding company valued at the cost price to 
the subsidiary company. Such cost price will of course include the profit 
earned by the holding company on the manufacture. I suggest that it 
would be unreasonable to expect those stocks to be immediately written 
down to the cost of manufacture to the holding company or for the 
holding company immediately to make a reserve equal to the profit made 
on the manufacture of such goods. In cases such as this I suggest the 
correct procedure is to reserve in the accounts of the holding company 
profits on future sales which have the effect of increasing the stocks held 
by the subsidiary company. 

As Sir Albert Wyon has indicated, one of the most difficult questions 
which accountants have to deal with in auditing the accounts of holding 
companies is in regard to the valuation of holdings in subsidiary com- 
panies in the balance sheet of the holding company. I have come across 
cases where directors have hesitated to rationalise their own group of 
subsidiary companies because of the effect which such rationalisation 
may have on the values of the holdings in the individual subsidiary 
companies. What I mean is this, a holding company may own several 
subsidiary companies aU making perhaps moderate profits, but whose 
plants are not fully occupied. By transferring the output from one or more 
subsidiary companies to the rest of the group and closing down the 
plants of such companies materially increased profits may result to the 
group. The question at once arises however as to the values of the holdings 
in those companies whose plants have been closed down. My own per- 
sonal opinion is that if the total value of the subsidiary companies before 
the transfer be a fair one, then I think the directors of the holding com- 
pany al*e justified in writing down the holdings of the subsidiary companies 
whose plants have closed, to the scrap value of the plants, and adding the 
differences to the values of the remaining subsidiary companies. 

Another problem which presents some difficulty is the question of the 
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values of the shareholdings of subsidiary companies which are making 
losses. If those companies were in fact not separate legal entities, but 
were branches of the holding company, I suggest that the auditors would 
not comment on the value of the fixed assets. In view of the fact how- 
ever that the net assets of these companies are included as an investment 
in the balance sheet of the holding company, the minds of the auditors 
immediately become agitated. In point of fact th^ position of the latter 
case might be more favourable to the holding company than that of the 
former, as it may be an easy matter to jettison a subsidiary company, 
whereas it may be an extremely difficult matter to get rid of fixed assets 
owned directly by the holding company which may be a source of con- 
siderable expense. Of course, if either of* these events happen, if the 
values are not written off, the auditors will be compelled to comment 
on the matter in their report. 

I agree with what Sir Albert Wyon says on this matter however, and 
there is no question that the investing public and the financial press view 
the values of shares in subsidiary companies differently from the values 
of fixed assets in the holding company, and I suggest the professional 
accountant cannot afford to overlook the distinction. 

There is one suggestion which Sir Albert Wyon makes with which I 
am unable to agree. 

I refer to his suggestion that it is advisable that the same auditors 
should be employed to audit the accounts of all companies within a 
group. If his alternative suggestion be acted upon, and I heartily agree 
with that suggestion, namely that the auditors of the holding company 
should have access to the detailed accounts of the subsidiary companies 
and should be empowered to call for full explanations from the directors 
and auditors of those companies of any matters in the accounts which 
they consider may require explanation, I suggest the fullest protection 
is given not only to the auditors of the holding company, but to the 
investing public. 

Mr. C. E. Fletcher, F.C.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, you will all agree that Sir Albert 
Wyon^s paper is of great interest to us, and I am sure that you also agree 
with the basic soundness of the views set out therein. The paper is of 
particular interest to me and I should like to add a few words of comment 
on some aspects of the problems that have to be dealt with in connection 
with the accounts of the holding companies, but I wish it to be clearly 
understood that any views I may express are personal. 



158 HOLDING AND SUBSIDIARY COMPANIES 

Sir Albert Wyon mentioned in the early part of his paper that legis- 
lative attempts to deal with the subject of holding companies and their 
accounts have been few and ineffective, and this I should like to endorse 
heartily. 

We have now had the 1929 Companies Act with us for some four years. 
When this Act was being considered a Committee, consisting of a number 
of very eminent men l^at for a long time and heard evidence from a large 
number of the leaders in the profession and in industry, and as a result 
of their deliberations the 1929 Act was produced. A portion of the deli- 
berations dealt with the question of holding companies and certain 
attempts were made in the Act to insert provisions, presumably intended 
to protect the holders of shares in holding companies from the designs of 
directors whom either from a desire for excessive secrecy or for some 
other or less pleasant motive, were desirous of telling shareholders as 
little about their property as possible. 

While I do not think that the Act has not had some good effect, I feel 
that it has not been of the benefit to shareholders which it was hoped it 
would be, and I do feel very strongly that no amount of legislation, how- 
ever cunningly devised, will ever be able to prescribe such laws for the 
drawing up of accounts as cannot be, to some extent, got round or evaded, 
when one comes to consider the vast number of different forms of under- 
takings to which accounts must apply and the impossibility of la3dng 
down a statutory form which will suit all types of business. 

As far as legislation touching accounts is concerned, there will always 
be in the world a certain number of individuals desirous of publishing 
accounts which do not reflect the true position, but because there are a 
few such individuals, it does not seem reasonable that honest traders 
should be hampered by legislation devised to defeat the wiles of a few 
dishonest individuals. The problem is one of common sense and it seems 
to me obvious that if an auditor feels that a balance sheet, whether that of 
a holding company or any other company, does not give reasonable dis- 
closure to the shareholders, it is his duty to amplify his report in such 
a way as to bring to the notice of the shareholders the information not 
disclosed by the accounts. 

I am in entire agreement with Sir Albert Wyon's remarks dealing with 
the statement to be given by directors under Section 126 of the 1929 Act 
to the effect that the particulars required are of so general and so vague 
a character as to be quite insufficient to supply shareholders with the 
necessary information. It seems to me that in a case where a holding 
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company brings to the credit of its profit and loss account the profits of 
its subsidiary companies, and provides for the losses, that a statement 
to that effect is sufficient, as the profit and loss account will then reflect 
correctly the results of the trading of the group as a whole, but in cases 
where subsidiary companies make large profits which are not brought 
in but which are left as reserves in those companies or as undistributed 
profits, I think that further disclosure is required. * 

I do not suggest it is necessarily wrong for holding companies to ac- 
cumulate profits in their subsidiaries, although it is a practice which I 
have found to cause a certain amount of trouble in individual cases. 

While on the subject of Section 126 , 1 would like to mention the clause 
which requires that qualifications appearing in the accounts of sub- 
sidiaries should be shown in the statement to be annexed to the balance 
sheet. In my experience, this clause has little or no effect, and if there 
appear in the accounts of subsidiary companies qualifications which affect 
the position of the holding company in respect of which provision is not 
made in the holding company's accounts, it is surely the duty of the 
auditor to bring such a statement to the notice of the shareholders. 
Provided that the accounts of the holding company are so drawn as to 
show the position of the group as a whole correctly and provision is made 
in those accounts for any items which may have been omitted in the 
subsidiary company's accounts, it is misleading in my opinion for the 
directors to be obliged to quote a number of qualifications in the auditors' 
reports of subsidiary companies which have been rectified in the parent 
company's accounts. 

While on the subject of qualifications, although the word qualification 
is used in the 1929 Act, no definition of what it is intended to cover is 
given and therefore it would appear that directors are entitled to decide 
for themselves what exceptional wording in an auditor's report con- 
stitutes a qualification, 

A subsidiary company is defined in the 1929 Act, speaking broadly, 
as being one in which the holding company holds more than half the 
shares, but it is quite common to find amongst the assets of holding com- 
panies substantial shareholdings in what may be described as allied 
companies of 50 per cent, and under, the holding company being virtually 
a limited partner in these concerns. 

I have heard of cases where directors have suggested that because such 
companies are not technically subsidiary companies it is not necessary 
for them to take into account their share of the profits and losses, particu- 
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larly the losses, in arriving at the results of the holding company but 
this seems to me to be quite an untenable point of view if a holding com- 
pany invests large sums of money in what are virtually partnerships and 
prepares accounts which do not provide for their proportion of the 
losses. 

Sir Albert, in his remarks on the valuation of holdings, has made some 
very pertinent observations which I thoroughly endorse ; particularly 
would I refer to his mention of the importance of realising how miscon- 
ceived is the notion that the balance sheet of la commercial undertaking 
purports to set forth the value of the assets. Holdings in subsidiary com- 
panies are, in my view, fixed assets, and should be valued for balance-sheet 
purposes accordingly. When a holding company acquires an interest in a 
subsidiary company, in effect it invests a certain proportion of its capital 
in that particular company because it hopes by so doing it will be able 
to earn satisfactory profits. If, however, the hopes of the directors are not 
realised and losses occur, apart from special circumstances, aU the direc- 
tors can be asked to do is to provide for those losses — in other words, to 
maintain intact the capital which they have sunk in the subsidiary 
company. I think that a good reason for this view can be given in this 
way. Supposing that a company owns a number of works. Provided 
that the company provides the usual depreciation upon these undoubtedly 
fixed assets, I do not think it is an auditor's duty, unless there are any very 
special reasons, to endeavour to form an opinion as to the break-up value 
of the bricks, mortar and plant. Supposing, however, the company 
decides, for reasons of policy, to transfer one or more of its works to a 
subsidiary company and the business is, in effect, carried on in exactly 
the same way as it was previously carried on, can it be suggested that 
merely because the subsidiary does not earn considerable profits that the 
question of the value of the shares in that company should be considered 
say, on an earning power basis merely because the company has trans- 
ferred part of its fixed assets to the subsidiary ? I am strongly of the 
opinion that shares in subsidiary companies are just as much fixed assets 
as land, buildings, plant and machinery, and I cannot conceive, if this 
opinion is wrong, what an auditor's position is with regard to subsidiary 
companies. I am only stating this as a general principle, as of course 
special circumstances may arise when it is necessary to consider the 
value of holdings in subsidiary companies, but in the ordinary course of 
events, provided that the holding company maintained its capital in the 
subsidiaries intact, and shows how it deals with their profits and losses. 
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directors or auditors cannot be expected to go into the question of values 
either for purposes of sale or from an earning capacity point of view. 

With regard to the trea-tment of the earnings of subsidiary companies, 
I think there is apparently some divergence of views as to the best ways 
of treating them. Some hold that profits should not be brought in until 
declaration as a dividend and others hold that a more accurate picture is 
shown in the balance sheet if all profits and losses are brought into 
account. Person^ly, I am of ,the opinion that the most accurate picture 
is presented where all profits and losses are brought in, provided always 
it is clearly shown on the face of the accounts that the accounts have 
been drawn up on this principle and it is shown that the accounts contain 
the profits of separate legal entities, which, 'ifot having been paid over as 
dividends, have not become legally the property of the holding company. 
If only dividends from subsidiaries are brought in, these in the ordinary 
way will not be the same figure as the actual profits, consequently an 
inaccurate picture is presented of the earnings of the holding company 
and its subsidiaries. 

The principle of including in the profit and loss account all profits and 
losses of subsidiaries has another great virtue to my way of thinking, 
that is, it precludes directors from hoarding up profits from subsidiaries 
in good years and bringing them to the credit of profit and loss account in 
the lean years without wishing to disclose the position to their share- 
holders. I think that in cases where dividends from subsidiary companies 
include profits accumulated in previous years that this position must 
be disclosed to the shareholders. 

I quite agree with Sir Albert Wyon's suggestion that the ideal method 
of dealing with the profits of holding and subsidiary companies is to 
declare them as dividend up to the hilt and include such dividend in the 
accounts, but I have found, in practice, that this is not always practicable 
as subsidiary companies may be located all over the globe and although 
it may be possible to ascertain their results, it may not be possible to 
obtain a declaration of dividends in time for inclusion in the accounts of 
the parent company, but whichever way individual companies may elect 
to deal with their subsidiary companies' results, the results which they 
incorporate in the accounts of the holding company should be approxi- 
mately the true results of the year, and not either a substantially greater 
or lesser figure. 

In conclusion, I should like to endorse, with all the powers at my 
command. Sir Albert Wyon's statement that neither directors nor auditors 


G 



i 62 


HOLDING AND SUBSIDIARY COMPANIES 


should be satisfied with bare compliance with statutes. So far as an 
auditor’s position is concerned, audit is a question largely of common 
sense and if an auditor considers that a balance sheet submitted to him 
for his report does not give such information as he thinks the share- 
holders should have, and it does not present a true picture, the com- 
pliance with all the statutes in the world will not excuse him from the 
necessity of referring^o the position* 

Mr. Richard A. Witty, RS.A.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, as a motorist, I absolutely 
hate the sight of a red light, and quite apart from that fact I feel sure 
that the members of this Congress will forgive me if I confine my remarks 
to three or four minutes at*the outside* They wiU forgive me if I delib- 
erately forget all the mental notes I made with regard to the many de- 
tails in Sir Albert Wyon’s paper. I therefore propose just to deal in a very 
few sentences with two broad principles which were enunciated by Sir 
Albert Wyon. I want, in the first place, to emphasise and heartily to 
endorse the contention of Sir Albert that insufficient stress has been laid 
on profit and loss accounts and that hitherto too large a share of public 
attention has been bestowed on statements of assets and liabilities, 
because I think it can be said that every argument used by Sir Albert 
points to the necessity of our reviewing our ideas as to the relative im- 
portance of balance sheets and of profit and loss accounts. That applies 
very particularly and is emphasised very specially in the case of profit 
and loss accounts of holding companies. But Sir Albert Wyon did not feel 
at liberty to discuss that point at length, having regard to the specific 
title of his paper, and I must follow his example in that respect. The 
other broad contention that I would like to deal with is his concluding 
remark that the solution of these problems is not to be found in legis- 
lation, but rather in the spirit in which directors of companies and auditors 
approach these problems. Of course, we all know that it is impossible to 
protect the fool against his own folly but, as is mentioned in one of the 
articles in the copy of The Accountant which was given to every member 
of this Congress, the Macmillan Committee specially said that the mere 
fact that you cannot protect a fool from his own folly is no reason why 
you should not give the prudent man guidance. That, it seems to me, is 
surely exactly what Sir Albert Wyon has been doing in this paper, and 
if he can succeed in persuading the practising accountants of this country 
to approach these problems in this spirit then I think he will have earned 
the gratitude of every reasonable shareholder, and I think, perhaps, we 
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might even go further and say that if all practising accountants would 
foUow that principle and would remember the phrase “ giving the fruit 
for man's guidance/' it would be accepted as a far better epitome of the 
general duties of auditors, shall we say, than all the watchdogs and blood- 
hounds that ever stalked through the pages of a textbook. (Laughter and 
applause.) 

The Chairman : Mr. Witty beat the red light, (Renewed laughter.) 

Mons. M. Pimentel (Holland) : Mr. Chairman, my Lord President, 
ladies and gentlemen, I have read with great interest the paper by Sir 
Albert Wyon in which he briefly but drastically deals with “ The Ac- 
counting Principles involved in the Treatment of Earnings and Valuation 
of Holdings." 

Before passing to the subject itself I cannot refrain from seconding 
what Sir Albert has said with regard to the late Sir Gilbert Garnsey. To 
us Dutch accountants he was a weU-known figure. His book “ Holding 
Companies and their Published Accounts " is greatly used in our country 
and is often quoted in other works on this subject. 

In studying the paper I was first of all struck by Sir Albert's observa- 
tion that he thought it was permissible in English law for a subsidiary 
company to declare dividends out of profits made after its shares had 
been acquired by the holding company, without reference to pre-acquisi- 
tion losses. I am not sufficiently acquainted with the British law to be 
able to form my own opinion of this, but I am sure that such a procedure 
would be in conflict with Dutch law. According to our company law a 
dividend may, generally speaking, only be declared after previous losses 
have been wiped off, either out of the capital or out of the subsequent 
profits of the subsidiary. As a rule, the latter method is preferred, because 
the former has drawbacks of a fiscal nature. 

It is not quite clear to me what Sir Albert means with regard to the 
payment of dividends by the subsidiary company, where he points out 
that it is desirable for the subsidiary company which is financed by the 
holding company to pay the dividend by cheque or warrant on its bankers 
and that the depleted funds of the subsidiary should be supplemented 
by the holding company. I fail to see the necessity of settling in this 
way. In my opinion it is advisable that when the holding company finance 
the subsidiary and the two companies consequently have current ac- 
counts with each other, either directly or indirectly via other subsidiaries, 
to stipulate that as soon as the subsidiary has a balance in hand this 
should be remitted to the holding company, whilst the payment of divi- 
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dend can be settled in current account, assuming, of course, that the 
holding company holds all the shares of the subsidiary. 

The foregoing refers in the main to the payment of the profits made 
by the subsidiaries. I will now make a few remarks as to how these profits 
are determined. 

In the example given by Sir Albert on page 132 of his paper with regard 
to amortisation of leaseholds I observe that the subsidiary would have to 
compute the provision for amortisation on a basis of £100,000 — ^whilst 
the holding company would have to make such a provision that the 
total allowance for depreciation would be based on £300,000 — that is 
the price paid by the holdir^ company for the shares. 

I fail to see the necessity of such a policy. In my opinion there would 
be sufficient guarantees of good management if the subsidiary wrote off 
nothing at aU, or, as I should deem preferable, to base the allowance for 
depreciation on the whole amount, namely, £300,000. In fact, only in 
the latter case does the profit and loss account of the subsidiary give a 
true representation of the state of its affairs. It goes without sa3dng that 
the holding company in valuing its interest in the subsidiary must take 
into account the policy of writing off adopted by the subsidiary, and, 
in valuing its shareholding or the other assets which constitute these 
interests, in the subsidiary, must value these assets in such a way that 
the total allowance for depreciation is based on £300,000. Then the 
profit and loss account of the holding company will likewise give a true 
representation of the state of its affairs. 

And now, with regard to the section Earnings,'' I should like to say 
a few words concerning foreign subsidiaries. Sir Albert has rightly pointed 
out that owing to the monetary difficulties in the various countries it is 
advisable that the holding company pay no dividend from the dividends 
of subsidiaries abroad which have not been received. But even when 
these dividends have been received the greatest prudence must under the 
present circumstances nevertheless be exercised by the holding company 
in declaring its dividend. 

Many subsidiary companies will in a large number of cases make reason- 
able profit, which will result in a dividend- being paid to the holding 
company. However, when the financial position of such a subsidiary is 
examined it may be found that the profit has really, whoUy or partially 
come about through the depreciation of the currency in the respective 
country and that the working results of the subsidiary would actually 
show a loss. 
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It goes without saying that in this case no dividend may be paid, as the 
pa3nnent of dividend would be a draw on the holding company's own 
capital, by which I do not mean the nominal amount on the company's 
books, but the amount needed to enable the concern to maintain its 
position in society. Not only may there be no dividend declared but the 
so-caUed profit or dividend of the subsidiary may got appear as a profit 
in the books of the holding company. It will even be necessary to make 
provision for the depreciation of the value of the interests of the holding 
company in the subsidiary. 

On the other hand, there is a possibility of the currency of the holding 
company's country depreciating and that ®f the subsidiary's country 
remaining normal. In this case when the balance sheet of the holding 
company is being made up difficulties will arise, especially as regards the 
determining of the trading profits of the subsidiaries. 

I regret that the time allotted to me does not permit of my going into 
details. I trust, however, that I have succeeded in pointing out the 
problems with which the subject is attended. 

And now, with regard to the question of valuation I would observe 
that although Sir Albert has given many definitions of the notion 
" Value " he has made no mention of the new theory referred to as 
'' Replacement Value," which forms the basis of the doctrine of " The 
Organic Balance Sheet," about which, especially in Germany, so much 
has been written. 

Once again public interest is focused on the notion " Replacement 
Value," particularly in connection with the difficulties of a monetary 
nature, for example inflation, and rightly so, seeing that one of the first 
requirements of good management is maintaining the concern in the 
position it has so far occupied in society. 

In conclusion. Sir Albert has gone so far as to discuss the form of 
accounts and the audit of same. I would, therefore, also beg leave to 
speak a few words on this subject. With regard to the form of accounts 
I share Sir Albert's views, that with a combined statement of affairs 
the real third-party interests in the holding company are made vague. 
This objection is, however, removed by compiling a combined balance 
sheet for the subsidiaries and a separate one for the holding company. 
With regard to auditing, I beg to differ from Sir Albert in respect of 
those subsidiaries' accounts which are not audited by the accountant of 
the holding company. In my opinion, the accountant will have to depend 
on the reports pubhshed by the auditors of the subsidiaries, providing, 



i66 


HOLDING AND SUBSIDIARY COMPANIES 


of course, such accountants are of good repute. Moreover it wiU often 
occur that the holding company has an audit department. In this case 
the accountant who has to certify the balance sheet and profit and loss 
account of the holding company may likewise depend on the reports 
issued by this Audit Department, assuming that : (i) This Department 
is directed by reputgible accountants. (2) The scheme of auditing is 
made out in consultation with and with the approval of the Public 
Accountant. (3) All questions of any importance are discussed with him 
and in which questions his word is binding. (4) The Public Accountant 
adopts such measures that the principal items of the administration are 
checked by him and/or his^assistants. (5) Last, but not least, the ad- 
ministration is well managed and there is adequate internal check. 

I would close my observations with a word in praise of Sir Albert and 
appreciation of his most interesting address. Thank you. 

Sir Basil E. Mayhew, K.B.E., F.C.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, I desire to express my thanks 
to Sir Albert Wyon for his admirable contribution to a subject which 
is of such great interest to accountants. I would like, at the outset, to 
associate myself with the remarks which Sir Albert Wyon made at the 
commencement of his paper about the late Sir Gilbert Garnsey. The 
accountancy profession suffered irreparable loss through his death at so 
early an age. None was more competent than he to deal with this parti- 
cular subject. 

It is naturally impossible to discuss every difficulty arising on the 
accounts of holding and subsidiary companies in an address of this 
character, but Sir Albert has touched upon many of the more important 
points. 

The problems presented by the accounts of holding and subsidiary 
companies are not peculiar to any one country, and difficulties of a 
similar character are experienced by accountants throughout the world. 
I think the views expressed by Sir Albert Wyon fairly represent the 
general opinion of the profession in the British Isles, but whether we agree 
with them or not I know that his concluding remarks will be endorsed 
by every qualified accountant. 

Early in his paper. Sir Albert dealt with the question of profits of 
subsidiary companies and mentioned that it is the practice of some 
holding companies to take up in their accounts the entire profits of their 
subsidiaries, whether declared in dividend or not. I think there is no 
doubt that it can be done. There is, however, no uniformity on this point 
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and opinion amongst accountants in this country is by no means unani- 
mous. It is, of course, true that the profits of a subsidiary company 
do not become a legal debt to the parent company until declared as 
dividends. Two points must be emphasised when this procedure is fol- 
lowed. Firstly, it must be remembered that the holding company must 
not itself declare a dividend out of such profits until they have been de- 
clared as dividends by the subsidiary company. Secondly, the method of 
describing in the balance sheet the profits not yet declared as dividends 
must be carefully considered. If, between the date of the balance sheet 
and the issue of the accounts, the dividend is declared by the subsidiary, 
then I am of the opinion that the asset may be treated as a current asset. 
On the other hand, where it is known that such profits, or part of such 
profits, cannot or will not be declared in the form of dividends, most 
careful consideration must be given to the manner in which this asset 
is dealt with in the balance sheet. 

Another question which may arise in connection with this method of 
treating profits of subsidiary companies is the correct amount to be 
brought into the holding company's profit and loss account where a sub- 
sidiary has allocated a proportion of its profits for the year to a free 
reserve. It appears to me to be defensible for the holding company to 
credit the full amount of the profits before the transfer to reserve, pro- 
vided that it is made perfectly clear by wording in the profit and loss 
account and balance sheet of the holding company what has been done. 
To do otherwise would be to defeat what Sir Albert has described as 
“ the merit of showing clearly the aggregate of the profits earned by 
the organisation during the period." I am a strong supporter of the 
policy of publishing a consolidated balance sheet and profit and loss 
account of the group, although I realise the practical difficulties in a 
great number of cases. 

Where the whole of the profits are not brought in by the holding 
company the considerations mentioned by Sir Albert are of extreme 
importance. The Board of a holding company may decide that it is de- 
sirable that the earnings should show a controlled steadiness from year 
to year, and, to attain this end, keep something in reserve in the sub- 
sidiaries. Whilst this course may be highly commendable it would in my 
view be misleading if undistributed profits of previous years were used 
to make up profits of later years without the fact being disclosed. 

I should like to say a few words here in connection with foreign sub- 
sidiary companies. An accountant with a knowledge of the laws in force 
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in the country in which the foreign subsidiary is situated, or having a 
ready means of acquiring such knowledge, can be of the greatest assistance 
and in this connection an International Congress such as this enables us 
not only to make new friends but to meet face to face accountants from 
all parts of the world with whom one day we may have business relations. 
It may be necessary to weigh carefully the advantages and disadvantages 
between exercising effective control by the holding company and allowing 
the subsidiary complete and independent control. If profits are allowed to 
accumulate abroad, it must be borne in mind that there is a risk of a loss 
of exchange, that currency restrictions in force may prevent the transfer 
of such profits, that there may be a capital, a profits, and a dividend tax 
to be paid abroad, so thal: the eventual sum received by the holding 
company may possibly be considerably less than the figure shown by the 
subsidiary's accounts. In this country if effectual control is found to be 
exercised from the British Isles, British income-tax becomes payable 
on the fuU adjusted profits on foreign subsidiaries, whether remitted to 
this country or not, in addition to any taxes payable in the coimtry where 
the company is situated. 

Sir Albert raised an interesting point when he said that provision 
should be made for a loss made by a subsidiary in the period intervening 
.between the date of the accounts of a subsidiary and the accounts of the 
holding company. The Companies Act in force in our own country does 
not require such provision to be made, and although prudent directors 
would do so, it appears that, as the law stands at present, they could not 
be held responsible for failing to provide against a loss of this description. 
The law requires that there should be a statement signed by the directors 
annexed to the balance sheet of the holding company stating how the 
profits and losses of the subsidiary company have, so far as they concern 
the holding company, been dealt with in that company's accounts, and 
counsel has advised that the profits or losses referred to in this particular 
section mean the profits or losses shown in the accounts of a subsidiary 
for the period covered by the last account available. It is therefore 
possible for a subsidiary to prepare its accounts at a date eleven months 
prior to the date of the holding company's accounts and still to remain 
vrithin the letter of the law. 

Turning for one moment to the audit of the accounts of these holding 
companies, I would stress the necessity of an auditor devoting the most 
careful consideration to the wording on a set of published accounts The 
auditor may exercise his mind for many weeks in satisfying himself that 
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the figures in the profit and loss account and balance sheet are correct, 
and yet fail in his duty if certifying that the balance sheet shows a true 
and correct position through allowing the use of the wrong, or inadequate 
words. 

Standardisation of the form of accounts would indeed seem desirable, 
but at present appears to be impracticable. I believe you know that this 
question was considered by the American Institute of Accountants when 
they recently submitted a memorandum to the Federal Reserve of 
Washington, and they also came to the conclusion that corporations 
should be free to choose, within very broad limits, their own method of 
accounting, provided that the method adopted is followed consistently 
from year to year. They stated in their report that '' it is probably fairly 
well recognised by intelligent investors to-day that the earning capacity 
is a fact of crucial importance in the valuation of an industrial enterprise 
and that therefore the income account is usually far more important than 
the balance sheet. In point of fact, the changes in the balance sheets from 
year to year are usually more significant than the balance sheets them- 
selves.'' 

I think it is a pity that fuller information is not given in published 
profit and loss accounts. I am not greatly impressed with the argument 
which is so frequently put forward that it is giving information to com- 
petitors. 

In connection with loans and advances to subsidiary companies, I 
consider any amount of such loans as have been used by the subsidiary 
in the purchase of a fixed asset, and which are imlikely to be repaid, at 
least in the near future, should be so described on the balance sheet of 
the holding company. Where such loans carry interest and the interest- 
charge is capitalised in the accounts of the subsidiary careful considera- 
tion should be given to the question of whether the interest may be 
taken to the profit and loss account of the holding company. 

We have heard that the commercial community, and possibly the law 
in this country, regard an under-statement in profits with a leniency 
which is not extended to an over-statement. I suggest that similar con- 
siderations apply to the figures at which assets, including shares in, and 
loans to, subsidiary companies, are shown. Nevertheless, in the well- 
known case of one of our largest industrial concerns, the auditor, Lord 
Plender, qualifies his report with the remark that “ the investments in 
subsidiary and associated companies possess, in the aggregate, a value 
largely in excess of the figures shown in the balance sheet." Here, indeed, 
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is an instance of the auditor (at least) not slavishly following precedent. 

The President of the United States has seen fit to devote a chapter of a 
recent publication of his to the question of holding companies, which 
suggests that the days of reform may not be long postponed in the U,S.A., 
and I foresee changes in the laws of other countries with regard to these 
companies, whilst it is well-known that there is a certain amount of dis- 
satisfaction in our own country with the law as it stands at present. 

I have left untouched many points which I should like to have dealt 
with, including the treatment by a holding company of a dividend from 
a subsidiary where such subsidiary itself holds shares in the holding 
company. I have, I am afraid, already transgressed far beyond my time 
and I would like to close by again assuring Sir Albert that his paper will 
be of much help to the profession. 

Mr. Thomas Keens, F.S.A.A. (Great Britain) : My Lord President, 
Mr. Chairman, ladies and gentlemen, sitting in this room to-day one has 
had an experience, which is not uncommon, of finding the points that 
one wanted to make taken up and most adequately expressed by previous 
speakers. Therefore I will not attempt to go into any detail but wiU con- 
fine myself to one or two points. 

We all know the unique position which the author of this paper occupies 
in the Accountancy world, and I am perfectly certain that there is no 
one in this room who would not desire to associate himself with the re- 
marks in the paper, and the remarks of Sir Basil Mayhew, with respect 
to Sir Gilbert Gamsey. (Hear, hear.) With regard to the importance of 
the subject, we all agree that it cannot be over-estimated, and the diffi- 
culties are best expressed in the words of Sir Albert — the attempts of 
legislatures to deal with the subject have been few and ineffective.'" The 
urgency of the question is shown by the feeling of uneasiness and sus- 
picion disclosed by the national press and the statements of those whom 
we properly regard as leaders of the Accountancy Profession. This is, 
of course, not remarkable, in view of the situation described by Sir Albert. 
The provisions “ (of the Act) " may " indeed have the unintended effect 
of providing justification for directors who wish so to prepare the ac- 
coimts of a holding company as to conceal from those chiefly interested 
the actual results of its activities." I am, of course, quoting. As to the 
definition of holding company," on page 124, that suggested by Sir 
Albert seems to be so good that in any amending legislation I trust that 
the Parliamentary draughtsman wiU incorporate it. Having regard to 
previous experience it is probably too much to hope, because clarity of 
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expression is apparently about the last thing he aims at. (Laughter.) 
There is, of course, a certain amount of overlapping and Mr. Witty dealt 
with the point of the profit and loss account which I was going to em- 
phasise. With regard to the conclusions of the paper, I desire to call 
attention to two points only. The first is the general question as affecting 
all companies having subsidiaries and sub-subsidiaries. I suppose there 
are a good many in this room who are qualified to ^peak on this question 
from two points of view — one, as practising accountants with experience 
and the other, as financial directors of industrial companies having sub- 
sidiaries and sub-subsidiaries. Sir Albert remarks on page 128 that the 
most correct accounting treatment is to bring in all earnings as if it were 
one company. That has had a good deal dl support to-day. But again 
on page 128 he remarks that this results in the inclusion of profits of sub- 
sidiaries which have not been, and may never be, distributed. Again 
he says, and properly, “ Under British law . . . the profits of a sub- 
sidiary company do not become the property of the holding company 
except in so far as those profits are properly declared as dividend.'' This 
is undoubtedly so, and I submit that anything more in the profit and loss 
account raises a partly artificial state of affairs and leads to a number of 
conclusions which, to my mind, are unsatisfactory. It is surely the 
practice in well-managed industrial undertakings that the financial 
policy should be to build up adequate financial reserves for extending 
the business without recourse to more than temporary borrowing, and 
that the policy of the subsidiaries should be on the same lines. This 
policy is obviously impossible if the lines indicated on page 129 are followed 
by the declaration by the subsidiary company of the whole of its profits 
as dividends and loans are made to the subsidiary companies if necessary 
to enable them to do this. 

There appears to me to be another objection, and that is that the balance 
of profit on the balance sheet differs materially from that available for 
dividend, and we have an artificial transaction to give effect to it. 

There is another point. I cannot develop the argument — I ought, 
perhaps, to have done so, having regard to the speakers who have gone 
before me — Sir Albert suggests that the audit of all subsidiaries should 
be in the same hands as that of the holding company. We know very well 
that in recent happenings a good deal of things which are utterly wrong 
might have been prevented had it been possible to have got the whole 
of the accountants together and to see where the leakages really were. 
On the other hand, I would submit that with regard to the Gargantuan 
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Tondertaking with hundreds of subsidiaries the fact remains that if there 
were one auditor the amount of devolution that would have to take place 
by him would be so great that no particular advantage would be gained 
over the alternative method suggested by Sir Albert, and that is a Con- 
ference of aU the auditors engaged and the results attained by each being 
made known to the others. If that practice were followed I submit that 
better results might «be achieved. I would also point out that from the 
view of the profession, when we consider the displacement that there 
has been of otherwise excellent men, against whom nothing could be 
urged by way of character or ability, particularly the displacement 
which has taken place in some parts of the country, I am unwilling to 
assent to any procedure wMch would result in still further displacement 
without, so far as I can see, any apparent advantage to the community. 

Mr. Brian Manning, F.C.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, I share the diffidence of Mr. 
Peloubet in speaking on this paper. Plato when he was asked to speak 
against Socrates, said '' How shall I criticise Socrates, who has taught me 
all that I ever knew ? That may not be true in the case of Sir Albert 
Wyon and myself, for he was not my tutor, but I feel the lesson that is 
implied. If there is any merit at all in my remarks, Mr. Chairman, it is 
that they will be dehvered during the currency of the green light, unless 
you decide otherwise ! 

Sir Albert Wyon has spoken to us of his experience, which he tells us 
dates back a good many years, and in acknowledging now the great value 
of his paper we can pay tribute to this experience, which enables him to 
compare the holding and subsidiary companies of years ago with those 
we know to-day. 

Many of the problems which subsidiary companies present to us and 
to the public arise largely from their abuse. During past and recent 
years there have been cases where serious frauds have been perpetrated 
through this medium. Sir Albert has implied that things are not perfect. 
But hard cases make bad law, and it is worth while, before throwing too 
much blame, in this country, on the Companies Acts, to consider whether 
any practical legislation can provide a complete remedy. Personally, 
with perhaps a little too much faith in human nature, I hold the view 
that pubhc opinion and the ministrations of members of our profession 
can provide greater safeguards than rigid and cramping legislation, which 
may restrict legitimate enterprise. Sir Albert gave expression to this at 
the conclusion of his paper, when referring in encouraging terms to the 
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example of the United States and Germany, though we must remember 
that distance lends enchantment to the view, and it may be that if the 
practice in this country were examined in the same perspective it would 
not suffer by comparison. 

Sir Albert has said so much that we must all support that we are 
prompted, in discussing his paper, to limit ourselves to the more con- 
tentious parts of it. Let me therefore say that ? wondered, where he 
dealt with wholly owned subsidiaries, though in law separate entities, as 
being from many aspects nothing more than branches of the holding 
company, whether he would apply that principle whatever the relation 
of the activity of the subsidiary company to the holding company. So 
many subsidiary companies are complete entities in themselves that the 
holding company is little different from a body of shareholders, and 
present methods of accounting provide so well for the treatment of 
dividends of subsidiary companies that one wonders if it may in many 
cases be inadvisable to incorporate the profits in the accounts of the 
holding company, however segregated ; on the other hand, the sub- 
mission of a memorandum consolidated profit and loss account is always 
to be recommended. No one will question the importance, which has 
been emphasised, of ensuring that as far as possible accounts should 
show earning capacity and that material drafts on reserves or profits of 
earlier years, should, as far as possible, be particularised in the accounts 
of the holding company. 

Sir Albert, owing to limitations of space, could not say all he would 
have wished, but I was hoping that he would have had the opportunity 
of giving his views on the treatment in the accounts of a holding company 
of bonus shares declared out of the profits of a subsidiary company. 

Sir Albert also refers in an interesting way to the importance, which 
has not in the past been sufficiently stressed, of the profit and loss account, 
and the story it tells of earning capacity. In view of his remarks it is 
significant that Dr. Schacht, the President of the Reichsbank; should 
have said, only about a week ago, in dealing with the necessity for main- 
tenance of earning power in Germany : I have always been in favour 
of maintaining earning power rather than conserving capital. I think 
the essence of a business Hes in the profit and loss account and not in the 
balance sheet. If you are making a loss whatever you do with the balance 
sheet wiU not help you." I am not sure that Sir Albert would have ex- 
pressed it quite in that way, though we see what Dr. Schacht means. 
But for yrhat Sir Albert has said,Jn his own way, we are grateful, and 
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he has turned our minds on a road which we can follow with profit. 

Mr. Henry Morgan, F.S.A.A, (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, may I, first of all associate myself 
with the references to Sir Gilbert Garnsey ? The course of events threw 
me into very close touch with Sir Gilbert Garnsey, and it was my privilege 
on many occasions to discuss with him this knotty problem of holding 
and subsidiary comji^nies. I know that his views upon the subject were 
identical with those which have been put forward by Sir Albert Wyon. 
To me it has been a very great pleasure to read Sir Albert Wyon's paper 
as it must also be to every student of the science of accountancy. It 
must be quite obvious to every accountant that if the principles put 
forward by Sir Albert Wyon are not given effect to in preparing the 
accounts of holding companies, those accounts cannot be true and 
correct. 

Now, to my mind, three questions arise. First of all, to what extent 
are those principles adhered to in actual practice ? Secondly, should they 
be adhered to ? And thirdly, if they are not adhered to, what is the 
auditor's duty ? I agree entirely with the views that were expressed by 
Mr. Farrow. There is no doubt that in the case of holding and subsidiary 
companies the investing public do regard their accounts with a very great 
deal of suspicion. And is it to be wondered at ? I would refer you to Sir 
Albert Wyon's observations on page 124. the particulars required 

by the Act to be disclosed are of so general and vague a character as to 
be quite insufficient to supply shareholders with the information neces- 
sary for them." Now, we are aware that the most usual statement to 
comply with Section 126 of the Act, to the effect that profits of subsidiary 
companies have been included to the extent of dividends declared, cannot 
give effect to the views of most of the speakers from this table to-day. 
The Act requires disclosure as to how the profits of subsidiary companies 
have been dealt with, but in addition to the dividends declared con- 
siderable sums might have been placed to reserve ; large sums might 
still be carried forward in the accounts of subsidiary companies. Those 
dividends might to a large extent have been the result of profits earned 
in a year prior to that of the accounts under review. Unless there is an 
alteration in practice it must be quite obvious that the principles advo- 
cated by Sir Albert Wyon and assented to by speakers here to-day cannot 
be given effect to. I hope that the views expressed by Sir Albert Wyon 
and by other speakers to-day may have the result of so improving the 
practice in regard to the accounts of public companies that a great deal 
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of the suspicion which at present attaches to the accounts of those com- 
panies will be removed. 

Mr. W. a. Staub, C.P.A. (United States of America) : Mr. Chairman, 
my Lord President, ladies and gentlemen, before I address myself to the 
subject of this admirable paper that has been presented to us this after- 
noon I should like to take the opportunity of bringing to the Congress 
the greetings and good wishes of the Society whicS I have the privilege 
of representing here, the New York State Society of Certified Public Ac- 
countants, As, I suppose, most of you know, owing to the fact that the 
United States is a Union, or Federation, of 48 separate sovereignties it 
was necessary for legislation recognising the profession of accountancy 
and creating the title and designation of Certified Public Accountant to 
proceed along State lines, consequently it took a period of approximately 
20 years for the enactment of laws in all of those 48 States, also in the 
district of Columbia, to recognise the profession and to provide for the 
examinations which are held annually or semi-annuaUy in the different 
States and the District of Columbia. Consequently each of our States 
and the district has a separate Society of accountants, in addition to the 
two national organisations, and some of them are of considerable size. 
Our New York Society, for instance, has several thousand members, and 
is approximately as large as each of our national organisations separately. 

The remarks of Mr. Peloubet in opening the discussion on the subject 
of consolidated financial statements reminded me of the fact that in the 
agenda of the Congress in New York four years ago the subject of consoli- 
dated financial statements was one that received considerable attention. 
The British viewpoint of the subject was very ably presented by Mr. 
Cash, and the presentation of the American viewpoint feU to my lot. 
The use of consolidated statements has become very general in the 
United States, and I was reminded by seeing Sir Arthur Lowes Dickin- 
son in the meeting this afternoon that approximately a generation ago, 
when he was in active practice in the United States, he gave considerable 
form and direction to our practice in the States in the preparation of 
consolidated statements. The use of such statements for a long time, and 
increasingly so over the years, displaced the use of separate statements, 
either balance sheets or profit and loss accounts, in the published reports 
of large Corporations having a considerable number of subsidiaries. 
Some of our public utility companies over there have several hundred 
subsidiaries, and that seemed the practical method of presentation, and 
is still so regarded. Latterly, however, it is becoming recognised that 
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there is a certain value in presenting, in addition to the consolidated 
statement, certain statements of the holding corporation, and a number 
of our corporations — ^not yet anything like a majority, or 50 per cent., 
or even 25 per cent. — are now in their annual reports presenting both the 
unconsolidated statement of the parent company and the statement on a 
consolidated basis. In the legislation enacted since President Roosevelt 
has taken up this matter of the protection of the investor, the Federal 
Securities Act imposes very heavy burdens and responsibilities upon the 
accountants in the State. I have participated with a group of account- 
ants there in discussions with the Federal Trade Commission, which is 
charged with the administration of that Act, respecting regulations which 
are being issued ; and the regulations which are in draft — they were not 
finished when I left the States — ^provide that any company issuing 
securities must in its application for registration thereof prepare for 
submission to the Commission both the unconsolidated statement of 
the company issuing the security and the consolidated statement of any 
group having subsidiaries or sub-subsidiaries or any affiliations of any 
other kind. The question naturally arose as to the degree of consolidation 
in such consolidated statements. That is always one of the problems- and 
difi&culties when we come to the question of consolidated statements, 
whether there are subsidiaries which are not fully covered. At first the 
regulations of the Federal Trade Commission required the inclusion of all 
subsidiaries in which there was a quantity of 50 per cent, or more. How- 
ever, it was readily recognised when we got into discussion of the subject 
that that was not a desirable compulsory requirement, and the matter 
stood. Our last discussion was in the fashion of requiring that ail cor- 
porations over 75 per cent, owned should be normally included, that 
those between 50 and 75 per cent, which were controlled in any other way 
or affiliated in such a way as to give control should be included, or not 
included, according to the circumstances, as to whether the disclosure 
would be informative or the reverse. 

Mons. H. S6n6chal (France) : Mr. Chairman, my Lord President, 
ladies and gentlemen, there is certainly nothing to be added from the 
accountancy point of view to the very clear, concise and complete paper 
of Sir Albert Wyon. In the name of the French Delegation I only wish to 
draw the attention of the Congress to a short remark and to make a 
suggestion. The remark is that the question of holding and subsidiary 
companies could, be extended from the fiscal point of view. Whether 
one likes it or not, the intervention of the fiscal authorities of every 
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country cannot be avoided in relations between holding and subsidiary 
companies. Although these relations are various I wiU take one concrete 
case to explain as clearly as possible how the difficulties are arising. 
As an example, let us suppose an American factory decides to create in 
France a subsidiary company to sell its products. The American holding 
can fix the selling prices in such a manner that it ^11 be impossible for 
the subsidiary company to make any profit in any way, and, of course, 
to pay any trading income-tax. The question is foreseen in the French 
law since 1872, since which time four or five other laws have been made 
on this subject, the most recent being in the last month of May. One of 
our colleagues in Paris has sent to the General Secretary of the Congress 
a paper defining this question from the French point of view. Briefly, 
in the case here above mentioned, the French fiscal authorities do not 
accept the profit and loss accoimt as it appears in the books of the sub- 
sidiary company. They request the company to submit a certified balance 
sheet of the holding company, and the trading income is calculated in 
proportion to the combined results revealed by the holding company's 
balance sheet, generally taking into consideration the average percentage 
of gross or net profit on the full turnover of the company and applying 
this average percentage to the turnover made by the subsidiaiy company. 
If the holding company pays dividends to its shareholders the tax on 
dividends is calculated in the same manner for the subsidiary company, 
even if the actual results are in red. Usually the request of the fiscal 
authorities is declined by the holding company, in which event the fiscal 
authorities assess the amount arbitrarily and this matter is then referred 
to the Court. I know personally several such cases regarding American 
and Swiss holding companies. In Italy, the same difficulties will also 
arise, as I am '' sindaco," that is auditor of a subsidiary company there, 
and I meet the same trouble. It will be the same in every country. In 
France the difficulties have been stopped for the present, after diplomatic 
steps, but they are only postponed — ^they are not over. 

And here is my suggestion, presented in the name of the French Dele- 
gation : a few days before I left Paris I received from one of my friends, 
living in the United States, information telling me that this important 
question was the cause of the formation of a special commission by the 
League of Nations. Unfortunately I had not enough time to obtain more 
complete information on this subject before the Congress. We would 
submit that the International Congress Committee get in touch with 
the Secretary-General of the League of Nations with a view to ascertaining 
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the actual position as regards the question, and to decide how and to 
what extent certified public accountants in every country could cope 
with this problem in the best possible manner for the promotion of world 
commerce. 

The Chairman : We have one more speaker. After that, Sir Albert 
Wyon will clear up all controversial points. (Laughter.) 

Herr Dr. G. F. Horn (Germany) : Mr. Chairman, my Lord President, 
ladies and gentlemen, the paper that we have heard deals with most 
important questions and difficult problems. In my opinion shareholders 
have a perfect right to know in terms of pounds, so far as possible, what 
companies are deriving from the investment of their capital, and the 
best effort should be made to give them this information. In regard to 
valuation, it is only possible to assert a value in the sense in which it is 
generally understood, namely by entering into a good contract for sale 
with a solvent party. The solution of these problems is not to be found in 
legislation. That being so, we must ask ourselves where it is to be found. 
I would say that it must be found by the realisation of their responsi- 
bility by accountants. In Germany an attempt has been made to solve 
these problems which are dealt with in Sir Albert Wyon's paper by the 
Companies Act and the Supplementary Act of 1931. An attempt is there 
made to give the shareholders any information that they need and not 
to abandon the responsibility of the accountant. As a result of the first 
year's working of this law and the experience that we have acquired 
during 1932, we must say that it is a very good one. I will not mention 
all the things that are regulated and established by this law, but one of 
its important features is publicity, another the provision of forms of 
balance sheet concerning the relations between holding and subsidiary 
companies. I think it will be agreed in all countries that attention should 
be paid to the needs of the shareholders, and that accountants should be 
reminded of their responsibility in regard to these most important and 
difficult problems. 

{The following is a translation of notes for a speech which could not he 
delivered through lack of time.) 

Mons. R. Jollet (France) : In making a small contribution to the 
subject of Holding and Subsidiary Companies," I wish to present to you 
the French legal point of view, which entails the heavy taxation of parent 
companies and therefore modifies that part of the paper devoted to the 
valuation of holdings. For the sake of clarity, I shall deal with the two 
cases most often occurring in practice : 
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(1) The parent company is English, having a subsidiary in France 
which is a joint stock company. 

(2) The parent company is English, the French subsidiary is also a 
joint stock company, but in its turn the latter owns one or more 
French subsidiaries which are all joint stock companies. 

Case I : An English parent company with a French subsidiary. 

Our attention is attracted by three main pcJints : 

Tax on dividend. 

Assets exploited in France. 

Commercial profits. 

We shall see, however, that British maritime companies have been 
exempt from some of these taxes. 

Tax on dividend. — Dividends or interest paid by a subsidiary are liable 
to a tax called income-tax, amounting at present to 16 per cent. Thus, 
when a French subsidiary pays Frs. 100,000 — ^in dividend, an amount of 
Frs. 16,000 — is withheld as tax, leaving Frs. 84,000. 

Assets exploited in France. — ^Foreign companies, of which the 
shares circulate in France, and which are therefore subscribed companies, 
come under special regulations. But '' foreign companies, the shares of 
which are not quoted, but are represented by movable or immovable 
property in France, must pay income-tax in respect of the French pro- 
perty involved, and the amount of this tax is a proportion of the working 
capital and fixed by the Ministry of Finance.'' 

Let us take an example : The '' Northern Railway Ltd." opens a 
travel office in Paris. This company carries on a business in France and 
the French Treasury estimates the proportionate value of this business 
in relation to the total capital of the company. The income-tax will be 
fixed at such proportion ; at present it is 16 per cent. 

So far the matter appears quite normal, but it has become compli- 
cated in latter years. To continue our example, suppose that the Northern 
Railway considers this tax too high and prefers to set up a French sub- 
sidiary, a joint stock company, to work its travel office. The English 
parent company is no longer liable to income-tax, since it no longer carries 
on business in France. On the other hand, the French joint stock com- 
pany pays income tax on dividends distributed. This arrangement seems 
fair. However, the French Treasury intervened with a request to the 
courts that any foreign parent company actually in control of a French 
subsidiary should be considered as carrying on business in France. The 
Treasury gained the day, obtaining various decisions in its favour. The 
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result is that the parent compciny is liable to the same income-tax which 
it paid before the formation of the subsidiary, and that it pays in addi- 
tion the income-tax payable by the latter company on its share of the 
profits. In this way, a double tax is paid. 

Tax on business profits, — Up to the present, tax on business profits 
has, in the case of foreign subsidiaries, been estimated in France on 
results shown by ac( 5 buntants and accounting documents. There is no 
doubt that, by agreement, profits could be shown in either country, and 
therefore in that country where the tax on profits was lower. 

In order to avoid the transfer of profits abroad, the Law of May 31st, 
1933, has just enacted that : '' In order to arrive at an estimate of the 
tax on industrial and commercial profits payable by business concerns 
which either manage, or are managed by, concerns situated outside 
France, profits indirectly transferred to the latter either by raising or 
lowering buying or selling prices, or by any other means, shall be incor- 
porated in the results shown by the accountants. The same procedure 
shall apply to concerns controlled by any business or group which in its 
turn controls concerns situated outside France. 

Should the data necessary to effectuate the adjustments mentioned 
in the preceding paragraph be missing, the taxable products are esti- 
mated by comparing them with those of similar concerns in normal 
working conditions.'" 

The French joint stock subsidiary may therefore have to pay an addi- 
tional tax on profits, over and above the amounts payable to the parent 
company. 

Favoured situation of British maritime companies. — It would appear 
that this trouble in connection with tax, suffered by parent companies, 
will be alleviated by international negotiations. The decree of February 
25th, 1933, relieves British maritime concerns from certain taxes : 

“ Profits resulting from the maritime industry from boats registered in 
ports in the United Kingdom to companies whose head office and manage- 
ment are situated in the United Kingdom, shall be exempt from tax on 
industrial and commercial profits." 

Case II : An English parent company^ a French subsidiary , which 
has a sub-subsidiary. The French subsidiaries are joint stock 
companies. 

In this case there is a point which affects the tax on dividends^ For 
example : the sub-subsidiary pays Frs. 100,000— in dividend. It pays 
Frs. 16,000 tax on this dividend. The subsidiary (if it owns all the 



HOLDING AND SUBSIDIARY COMPANIES i8i 

capital) receives Frs. 84,000 net, and in its turn pays out Frs. 84,000 
and it pays a tax on dividend of Frs. 84,000 X 16, leaving Frs. 70,560 

100 

net, which it pays to the parent company if the latter owns aU the working 
capital. 

In order to avoid all this loss by taxation, the Law of July 31st, 1920, 
Art. 27, established the exemption from the 16 per cent, income tax. 

These arrangements are of no interest directly to foreign companies 
but they are of real value to those having a French subsidiary, a joint- 
stock company, which itself has a subsidiary. 

In conclusion, the Enghsh parent company with a French subsidiary 
should take into account, when valuing its holdings : 

(1) tax on dividend (at present 16 per cent.) paid by the subsidiary, 

(2) income tax on profits obtained in France (at present 16 per cent.) 
payable by the parent company, 

(3) possible increase of profits, and therefore possible increase of 
the tax payable by the subsidiary on commercial profits (at 
present 15 per cent.), 

(4) the plurahty of income tax when the French subsidiary has it- 
self formed a French sub-subsidiary. 

The Chairman : Just as we have had too much red ink during the 
last few years, we have had rather more red light this afternoon than we 
would like to have had, but I am happy to say. Sir Albert, that the red 
light has been turned off and the green light is now on, and fixed. 
(Laughter.) 

Sir Albert Wyon : Mr. Chairman, my Lord President, ladies and 
gentlemen, I can assure you I am not in the least worried by the sug- 
gestion made by the chairman although it would seem that I am to go on 
talking until the red light appears. I think that wiU be long enough. 
(Laughter.) 

In the first place, I would like very heartily to thank each speaker for 
the very kind way in which he has referred to my efforts to throw some 
light upon this difficult problem. In particular, I would like to thank the 
opener of the discussion, Mr. Peloubet, for his over-generous personal 
remarks about myself. I have a few notes of the many varied and valu- 
able comments and suggestions which have been made by the speakers 
and, if I do not take up every point, will they kindly be assured that it is 
on account of lapse of memory and not from want of respect for the 
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valuable suggestions which have been made. I do not hope, in the words 
of the Chairman, to clear up all the controversial points, of which I know 
there are many. 

In the first place, I would like to refer to what Mr. Peloubet said as to 
consolidated accounts. I think he did not exactly follow my argument, 
or perhaps I did not express myself with sufficient clearness in my paper. 
It was not my suggestion that the assets and liabilities of subsidiary 
companies should be taken up in the books of a holding company. That, 
of course, is, as he very properly says, practically impossible and it would 
be of no value if it were done. But I have directed my suggestions to the 
inclusion in the accounts of the holding company of what are practically 
the earnings of the group o^ which the holding company forms the head. 
I do not think that the preparation of consolidated accounts can take 
the place of the preparation and promulgation of correct accounts of 
holding companies. It is out of the balances shown by holding companies 
that shareholders will receive their dividends, not out of the surplus 
shown by any consolidated account. Therefore, I think it is essential 
that consolidated accounts should not be regarded as taking the place of 
properly drawn up accounts of holding companies. 

Mr. Klijnveld referred to the accounts of Life Assurance Companies. 
We know, of course, that, for years past, it has been the practice of Life 
Assurance Companies, for obvious reasons, to consolidate their Accounts 
— that is the accounts of premiums, claims and expenses and assets. 
As we all know, it is the practice of Assurance Companies to advertise 
very widely their income and their total assets. It is, therefore, to the 
advantage of such companies to present as large totals as they possibly 
can. It was the practice of many assurance companies in this country 
and I believe also abroad, to present what, in effect, were nothing more 
than consolidated accounts. Happily, within the last two or three years, 
there has been a change in that respect in this country, and all assurance 
companies now publish not only consolidated accounts but statutory 
accoimts in which the interests of the subsidiary companies are shown, 
as I think they should be, as investments. Mr. Klijnveld also stated that, 
in his opinion, the losses made by subsidiary companies should be pro- 
vided for in the accounts of the holding company and I rather gathered 
from what he said that the law in Holland required that to be done. If so , 
I think it is a very good law indeed and I should like to see the effect of 
it extended to other countries. He, and I think one or two other speakers 
also, made reference to the audit of the holding companies and the sub- 
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sidiary companies respectively. I fully agree with what Mr. Keens said. 
It is not always desirable that the services of the auditors of subsidiary 
companies, where those subsidiary companies come to be absorbed in a 
group, should be dispensed with. There are many reasons for retaining 
the services of the auditors in those circumstances. But I think that the 
suggestion which I made at the close of my paper, to the effect that the 
auditors of the holding company should have the right and the facilities 
to enable them to make detailed inquiries of the auditors of the sub- 
sidiary companies should, wherever possible, be adopted. I am afraid 
I do not agree with — I think it was Mr. Klijnveld — ^that the mere certifi- 
cate of the auditor of a subsidiary company^ should be regarded as suffi- 
cient by the auditor of the holding company, without further inquiry. 
You can all envisage, I think, circumstances in which details would be of 
the utmost value to the auditor of the holding company. 

More than one speaker referred to my suggestion that it was wise that 
the whole of the profits of a whoUy owned subsidiary company should 
be declared by that company in dividend and so taken up in the accounts 
of the holding company. That is not much more than a variation of 
the method described by Mr. Fletcher and which I have sometimes 
heard described in this countty as a branching of profits, that is the 
inclusion in the accounts of the holding company of the entire profits of 
its subsidiaries. I prefer to see such profits legalised by being declared in 
dividend. I see no objection to a subsidiary company declaring the 
whole of its profits in dividend and actually paying it over to the holding 
company. I prefer to see the finance of a group in one balance sheet 
only, and that the holding company's. I would like to see any funds 
required by the several subsidiaries provided by the holding company 
that provision being made altogether independent of the profits earned 
by the subsidiary companies. I do not think that the needs of the sub- 
sidiary companies ought to be measured in any respect by the dividends 
which they might declare. In the same way, I should like to see reserves 
— I mean free reserves, not reserves for expenses or depreciation or 
amortisation — appearing in the accounts of the holding company so that 
they wiU be laid before the public, who are the shareholders. 

Let me confirm what Mr. Morgan was kind enough to say, that my 
views on holding companies are identical with those of my late and 
much lamented partner. Sir Gilbert Gamsey. He and I have 
had many a talk on these subjects and our views have been 
crystallised first of all in his book and now, in a much less elaborate 
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and formal manner, in this paper which has been laid before you. 

I must ask any speaker with whose remarks I have failed to^ deal to 
accept my apologies because, as I think I said, the comments made 
came so quickly and they were so full of substance in every case that I 
have only touched on those of which I have been able to take a note. 

The Chairman: Jhe‘ Congress is now adjourned until 10 o'clock 
to-morrow morning. 


TUESDAY EVENING 
Visit to Theatre 

Delegates and visitors, with their ladies, numbering in all 205, attended 
the evening performance of Music in the Air " (a musical play presented 
by Mr. Charles B. Cochran) at His Majesty's Theatre, Ha5miarket. From 
all accounts the play was much appreciated. 
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BY 

William Cash, F.C.A. 

In introducing to you this paper, I desire to say at the outset that 
I have found the subject a very large one ; it covers the activities of 
very many undertakings, most of which are of primary importance 
to the public at large. Indeed, my principal difficulty has been to 
condense into reasonable space and without going into unnecessary 
detail what might be said under each of the heads referred to in the 
title. It seems to me that the matter may be of interest at an Inter- 
national Congress because, no doubt, similar control of charges and 
profits must arise in other countries and I venture to express the hope 
that accountants from abroad may find an interest in the methods 
employed in the United Kingdom and may be able also to con- 
tribute from their own experience examples of the manner in which 
similar matters are dealt with in other countries. 

Furthermore, from the accountants’ point of view, apart from the 
general interest attached to such matters, questions of accountancy 
are involved and, moreover, accountants, particularly those who 
specialise in such matters, are very frequently consulted in proceed- 
ings dealing, in the first place, with the authorisation of charges and 
the limitations of profits and also again when the question of revision 
of such charges arises. Also accountants, in the great majority of 
cases, are concerned as auditors of the undertakings with which I 
am dealing and, in this capacity, are interested in the powers and 
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control in force in respect of the particular business. There are many 
cases where companies, domiciled in the United Kingdom, are 
carrying on business abroad and their operations in foreign countries 
are regulated and controlled as regards their charges and such control 
even extends to the regulation of wages, charges for depreciation 
and, in some cases, limitation of profits. I have found that the matters 
I have dealt with are sufficiently lengthy to preclude the inclusion 
herein of reference to such cases as these ; but, here again, there 
may be an opportunity for our friends from abroad to give us details 
of the methods employed.^ 

The accounts of statutory undertakings are designed to give effect 
to special legislation relating to the control of the charges and profits 
of such undertakings and are intended to show the working results 
of the businesses carried on, and, in order to appreciate the position, 
I would ask you to remember that such control, in most cases, 
is two-fold ; inasmuch as it relates to both charges and also 
profits. Statutory undertakings are referred to often as quasi mono- 
polies and, as a result, are controlled or regulated by statute and this, 
of course, has a political significance because statutory under- 
takings are given exceptional powers but are placed under statutory 
obligations. It is necessary that they should be endowed with statu- 
tory powers to enable them to fulfil their functions but, because they 
are fulfilling duties to the public, limitations as to charges have been 
devised by the legislature and, in many cases, profits have been 
limited or regulated both by Public and Private Acts of Parliament. 
Certain of these Acts have been in force for a long period of years. 
Individual undertakings are incorporated under the provisions of 
individual Private Acts of Parliament which grant the necessary 
powers to carry out certain work within specified areas and, in the 
great majority of cases, these particular Private Acts incorporate the 
provisions of the relative Public Acts. It follows, therefore, that 
companies which are working under these constitutions have a 
different status to the ordinary limited company, registered under 
the Companies Act, 1862, onwards, culminating in the Companies 
Act of 1929. These statutory undertakings, which are not limited 
companies in the technical sense, nevertheless, so far as their stock- 
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holders are concerned, have a limited liability. The largest and 
most important group of companies so constituted is that comprising 
the railway companies and they, with the gas and water and certain 
other statutory companies, are governed, as far as their administra- 
tive actions are concerned, by the Companies Clauses Act, 1845. 
There is another class of undertaking clothed with statutory powers 
which I may describe as public boards. These are not companies but 
have powers to raise capital and earn profits but their powers of 
charge and the allocation of their profits are controlled by the 
legislature. In this category are included such undertakings as the 
Metropolitan and other Water Boards, Ihe Port of London and 
other Dock and Harbour Boards and also joint electricity authorities. 
A further group of undertakings includes those carried on by muni- 
cipal corporations and other local authorities and relates to the 
supply by the owners of such things as water, gas, electric energy, 
tramways, and in other activities such as markets or, in a few cases, 
banking. 

Historically, the water companies reach back to earlier days than 
before railways were thought of and there are a few other companies 
still surviving with Special Acts relating to such undertakings as 
toll bridges and, at a somewhat later date — say, 100 years ago — to 
gas companies. Of stiU more recent origin are the tramways and 
last, but not least important, the electricity undertakings. 

On the question of monopoly, it is interesting to consider how, in 
the passing of time, one industry has followed another and the alleged 
monopoly has been threatened by competition which at its initiation 
was not even thought of. For instance, the railway companies 
ousted and superseded the old stage coach and now they, in their 
turn, are threatened by road transport which at the present time is 
making serious inroads into their receipts and profits. No serious 
rival has been found yet to the water undertakings and water is a 
prime necessity of life and health under modem conditions ; gas 
has to meet competition by oil and electricity, while even electricity, 
in certain directions, has to meet the competition of the oil engine 
and of oil fuel. Tramways have had to fight against the competition 
of the motor omnibus and are sometimes alluded to as an obsolete 



IQO 


STATUTORY UNDERTAKINGS 


system of locomotion although, with the help of electricity, the 
tramways have regained much of their usefulness. Again, those of us 
who look into the future may feel inclined to prophesy, as far as 
transport is concerned, that air transport may develop into a 
serious rival. I think it may be interesting in considering these 
subjects to spend ^me time on the historical side of these matters 
and to divide our subject under the various heads enumerated 
above. 

Railways 

Railways have been described as entirely the creations of statutes. 
Parliament created themj launched them upon their existence and 
has regulated and controlled them throughout. In the early days of 
railways, during the railway boom of 1839, no less than 1,263 com- 
panies, representing a gross capital of £563,000,000, deposited 
plans with the Board of Trade for new lines. The various systems 
were sanctioned because there was traffic to be served and, having 
been given the powers which Parliament granted, very large sums 
of money have been spent by the railways in creating their under- 
takings, but no person, except on his own private property, may 
lay down a railway without coming to Parliament who arms the 
promoters with compulsory powers which are necessary to enable 
them to expropriate landowners and thus obtain the land necessary 
for their permanent way. But, at the same time. Parliament limits 
their authority to carry on business to the actual and direct powers 
granted and to other business reasonably ancillary thereto so that a 
railway company can deal with collected and delivered traffic (C 
and D) ; that is to say, they may call for the goods intended to be 
sent by rail and may deliver them after transit. Parliament has 
allowed also the railway companies to engage in the ownership of 
docks and the running of steamers and the working of hotels. 

Historically, railway companies were intended to provide a 
specialised road with rails with the right to the public to use that 
roadway as a highway and the railway companies were to be re- 
munerated by a charge or toll and, in the first instance, were not 
necessarily to provide either locomotives or vehicles and it is for this 
curious reason that railway companies' charges are still referred to 
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as “ tolls and charges.” This fact is seen in the first Act of 1823 
(Stockton and Darlington), where there is a provision for the passage 
of coaches, gigs and landans on the roadway, the owners of these 
vehicles being supposed to provide wheels to fit the railways and use 
them themselves. In the London, Brighton and South Coast Rail- 
way Act of 1845 the company were given power to provide their own 
engines, carriages and trucks and to become carriers. It was appar- 
ently contemplated that other vehicles might use the railway subject 
to regulation as to departure, arrival and speed, arriving on the 
railway from private sidings. In fact, at that date, merchants 
undertook the receipt and dispatch of goods apart altogether from 
the company. 

In the Railway and Canal Traffic Act of 1854 the companies were 
bound to : — 

“ Afford all reasonable facilities for the receiving and deUver- 
ing of traffic upon and from the several railways and canals 
belonging to or worked by such companies respectively, and for 
the return of carriages, trucks, boats, and other vehicles, and no 
such company shall make or give any undue or unreasonable 
preference to or in favour of any description of traffic, in any 
respect whatsoever, nor shall any such company, subject to 
any particular person or company, or any particular description 
of traffic, to any undue or unreasonable prejudice or disad- 
vantage in any respect whatsoever.” 

This section of the 1854 Act is of historical importance because it 
brought into existence what is known as “ The undue preference ” 
clause and the right to the trader to reasonable facihties and the same 
Act also introduced certain maxima for the charges. These charging 
powers of the railways were revised under the Railway and Canal 
Traffic Act of 1888 by a classification of the goods when uniformity 
in regard to all the railways was introduced. Under the same Act 
provisions were inserted whereby the charges for carriage varied 
according to whether the company provided the wagon or the 
trader ; in the latter case a rebate was allowed from the charge. 
These charges covered various kinds of services, including collection 
and delivery, terminal charges and conveyance charges and orders 
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under the powers of this Act were made for each individual railway 
company. Charge for detention or demurrage of vehicles was also 
another authorised charge. 

Since the railways were instituted first, the companies have 
provided stations and places for the reception and dispatch of goods 
and provisions were made for the protection of the public so that a 
trader, when quoted or charged a rate, was entitled to call upon the 
railway company to analyse, or split up, the rate between the charge 
for carriage and that for terminal services. An amending Act of 1894 
followed and contained elaborate provisions with regard to the 
revision of rates which placed the onus on the company of proving 
that an increased rate was reasonable but this provision has now been 
repealed by the Railways Act of 1921. Parliament in 1913 gave the 
railway companies power to increase their charges due to increased 
costs arising from revision of rates of pay and the Railway Companies 
Accounts and Returns Act of 1911, which came into force in 1913, 
settled the present statutory form of accounts applicable to railway 
companies. In the meanwhile, war broke out in 1914 and the 
Government took over the control of the railway companies under 
certain powers contained in the Regulation of the Forces Act 1871, 
and, under such control, the companies were, in effect, guaranteed 
the revenue which they had actually earned in 1913, the last com- 
plete pre-war year. But after the war it was obvious that the posi- 
tion required special treatment and the railways were, in effect, 
reconstituted under the Railways Act of 1921 and that is the Act 
which governs the position to-day. This brought into force a new 
principle. Beyond control of maximum charges the companies were 
previously entitled to earn such profits as they could. Under the 
1921 Act they were given standard rates and charges designed to 
bring in a standardised revenue. A new authority was set up termed 
the '' Railway Rates Tribunal '' which proceeded to settle the rates 
and charges on this basis, and the companies are under obligation to 
make these charges (Section 32). But the Act provided a sliding 
scale ; if the companies earn more than the standard revenue, they 
are allowed only to retain 20 per cent, of such excess and the balance 
is to be applied to the reduction of rates. The Act carried out also an 
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amalgamation of the various companies so that to-day there are only 
four main-line companies. The importance of the alteration in 
charging power lies in the fact that there are no longer maximum 
charges but these are now described as standard charges fixed by an 
independent tribunal. 

Unfortunately, whilst it is relatively easy in theory to fix a 
standard revenue and standard charges, it is not so easy by such a 
method to ensure that the actual revenue will produce the anticipated 
result. Whilst the Act contemplated an equilibrium and a possible 
raising of rates to give the standard revenue, such raising of rates 
would tend to defeat the object aimed at by discouraging traffic, 
especially at the present date when such traffic is competitive, nor 
would the equilibrium be obtained by increasing the charge on one 
class of traffic to make up for the decrease in another. The question 
of how far the railway companies shall be allowed to compete on the 
roads is a matter of urgent consideration to-day. The railway 
companies are entitled to compete on the sea, but on land the fear 
has been expressed that, by reason of their financial power, they 
might crush those engaged in road transport. On the other hand, 
the present financial state of the railways is a matter of such national 
importance and so large a sum of money is invested in the railways 
that their financial position is one of prime importance. Nominal 
capital expended by railways in this country is, approximately, 

300, 000,000. 

Political difficulty lies in the holding of the balance between the 
railway companies and their competitors. There is a risk that they 
might crush the independent hauliers by working the road traffic 
without profit to the detriment of the hauliers and that a combination 
between the railway companies and the road interests might jeo- 
pardise the interests of the public who require cheap and efficient 
means of transport. 

Before leaving the question of charges, I ought, perhaps, to refer 
to the matter of exceptional rates, this being one of considerable 
complication. Prior to the 1921 Act, the companies had upon their 
rate books exceptional rates running into millions ; in fact, it has 
been said that the exceptions swallowed up the rule ! The 1921 Act 

H 
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provided for the continuance of the exceptional rates which at the 
appointed day the traders desired to have continued, and new 
exceptional rates were allowed to be granted by the railway com- 
panies within certain limits subject to their being reported to the 
Ministry of Transport, with a limitation on the deduction from the 
standard rate, and subsequent variations are liable to control by the 
Rates Tribunal with further provision against cutting rates. As 
showing the basis on which the standard revenue was to be calcu- 
lated, I have extracted Section 58 of the 1921 Act (see Appendix A). 
I have added also Section 59 which deals with the review of charges. 
So much for the control ^f charges and profits as far as the railway 
companies are concerned. 

Now as to the form of accounts. These are very voluminous and 
follow the provisions of the 1911 Act and are expanded by the 
statistics to be supplied to the Ministry of Transport by the com- 
panies as set out in the 1921 Act, Eighth Schedule. The accounts had 
one particularly interesting feature for the accountant. In the early 
days of the railway companies, the revenues were built up on the 
receipts of the period and the expenses included the actual cost of 
the repairs and renewals which fell within the account year. In the 
broadest sense, no allowance was made for depreciation. In later 
years, when the companies undertook the working of steamboats, it 
being obvious that the renewals of the boats must fall in infrequent 
and at lengthy periods, the companies concerned provided depre- 
ciation funds for ships. Certain of the companies also built up in effect 
a reserve or depreciation fund by the provision of surplus rolling stock 
and, in this way, anticipated renewals. Then, at a later date, some of 
the larger companies, who came to be known as '' programme com- 
panies,'' definitely introduced depreciation or renewal funds scienti- 
fically calculated, particularly in connection with rolling stock. The 
1911 form of accounts recognised this principle and it will be seen 
by reference thereto that provisions by way of transfers from or to 
renewal funds were contemplated. Sums which the companies 
received by way of compensation for deferred renewals and excessive 
wear and tear, which accrued during the period of Government 
control and were paid by the State under the provisions of the 1921 
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Act, were applied by the companies to the appropriate renewal 
funds and formed the basis of the considerable sums which the 
companies to-day hold in such funds. 

I do not propose to include here any discussion on the working 
of these funds, their adequacy or inadequacy, but, when they were 
constituted, the very important que^ion of the adequacy of the 
funds was discussed, having particularly in mind the question of 
the added cost of renewal on a post-war basis of assets acquired by a 
pre-war capital expenditure. The general scope of the accounts is, I 
think, apparent. A capital account gives details of capital expendi- 
ture during the year ; a summarised revenue account and appropria- 
tion account are supplemented by detailed accounts under each 
main head of expenditure and separate revenue accounts for ancillary 
businesses and, finally, a balance sheet. Statistical information is 
afforded as to the principal classes of rolling stock and ships owned 
by the company, mileage of the permanent way, train mileage, 
permanent-way repairs, renewals and repairs of locomotives, carri- 
ages and wagons and, finally, a comparative statement of results in 
preceding years. The railway companies have been relieved of the 
necessity of furnishing this account in full to all their shareholders 
and a summarised statement, comprising the particulars appearing in 
the full statements of accounts as to the revenue account and appro- 
priation account with the balance sheet and certain of the statistical 
information, is to-day sent to the proprietors with an indication that 
a full statement of accounts can be had on application to the company. 

The statistics required under the 1921 Act are very elaborate. To 
deal with them in detail would take too long. Many of them have to 
be supplied monthly. They include freight receipts in tons and ton 
units, parcels and miscellaneous receipts and quantities, train and 
engine miles with consumption of coal, electricity and oil by loco- 
motives, &c. 

The accountancy involved in the disintegration of exceptional 
rates (1921 Act, Section 40) on the ascertainment of a terminal 
charge is an elaborate matter. I might instance a case which allows 
in the cost for interest on capital, maintenance, and working cost of a 
signal box used for a particular traffic on the basis of the proportion- 
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ate number of lever movements in the box attributable to the traffic 
in question. 

Water 

Historically, I suppose, one of the earliest public supplies in this 
country was inaugurated by the New River Co, which was 
incorporated by Letters Pa?:ent in 1619 with the title of The 
Governor and Company of the New River brought from Chadwell 
and Am well to London.'" The New River Co. is still in existence but 
as a limited company registered on the ist July 1905, pursuant to an 
Act of Pariiament in 1904. The company, of course, has been 
deprived of its water undertaking which was transferred to the 
Metropolitan Water Board as from 25th July 1904, and the com- 
pany is now really a land and property company, owning estates, 
houses and property not connected with water supply. There is also 
the case of the supply afforded to-day in Plymouth and owned by 
the Plymouth Corporation which still uses the water from Drake's 
Leat, the supply having been inaugurated by Sir Francis Drake and 
authorised under the Pl5maouth Water Act of 1585. No doubt, there may 
be other similar enterprises but these two will suffice for our purpose. 

The earliest supply of water in London was provided by an engineer 
of the name of Peter Morrys who in 1582 obtained permission from 
the Corporation to pump water from the Thames into the City by 
means of water wheels placed in the first arch of London Bridge and 
driven by the tide. It is said : — 

'' Before this time no such thing was known in England as 
this raising of water. It was done by a mill and was the first 
waterwork that was made use of to supply the Citie of London 
with Thames water ; and this water-mill furnished the neigh- 
bouring parts of the Citie as far as Gracechurch Street." {Stowe.) 

This system, inaugurated under a 500 years' lease from the Cor- 
poration, was extended as time went on until five arches of the 
bridge were occupied with waterwheels and supplied the City for 
240 years and the borough for 50. This undertaking came into the 
hands of the New River Co. in 1822 and, subsequently, into the 
ownership of the Southwark and Vauxhall Water Co. Prior to this 
public supply Londoners were dependent on private shallow wells or 
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polluted brooks or were supplied with water drawn from the river 
by men known as Cobs who carried water round to the houses in 
'' tynes/’ or buckets, at a charge of id. or ^d. per bucket. They 
formed a sort of guild and resented any interference with their 
privileges. 

The New River Co. was the work of private eaterprise. The City 
Corporation declined to undertake the work for which they had 
obtained powers and thus recorded their decision : — 

The Maior, Comaltie and Citizens considering the great 
charge and expense of the saide worke and doubtinge much 
losse might befall upon the Chamber of the said Citie, in case 
worke should not succeede well and prove beneficall, did 
thereupon forbeare at their common charge to undertake the 
saide worke soe as the same lay long neglected and unlike by 
them to be p’formed.'* 

Sir Hugh Myddleton came forward and undertook the work himself 
with : 

'"divers persons of quality who were willing to adventure and joyne 
with him in contribucion towards the charge of saide worke.'' 
That was the origin of the first London water company. The New 
River water was brought to London in 1613 and was received with a 
great flourish of trumpets as a public benefaction. It was distributed 
in pipes over a wide area and laid on in the houses, the use of the 
service pipe and taps being granted on lease for an annual payment. 
Under its constitution half the profits were to go to King James who 
had borne half the expense of construction ; but, as losses ensued 
instead of profits, in the year 1631 Charles I disposed of his share to 
Sir Hugh Myddleton for the consideration of £500 a year to be paid 
in perpetuity to the Crown under the name of “ The King's Clogg." 
The remaining half of the waterworks consisted of 36 shares, of 
which Sir Hugh Myddleton held 13. The important point to observe 
is that no public authority in the early days did anything to supply 
the needs of the public. Many of the early water companies paid no 
dividends for years and none of them made much profit at first, 
and this should be remembered when sums paid in later years for 
water undertakings are referred to. 
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The next London company in order of date was the East London 
Co., established in i68i, and the Chelsea Co. in 1723. It would 
take too long here to deal with the history of all the London com- 
panies and with their efforts to improve the quality of the Thames 
water by storage and filtration. Of the early works of the New River 
Co., the '' Waterhouse,'' erected about 1613 and restored in 1872, 
still exists and contains the old oak room which has been built in to 
the existing offices and to-day forms part of the offices of the Metro- 
politan Water Board and is situated on the site of the New River- 
head in Rosebery Avenue, Holborn. 

In London areas had been devised for the eight water companies 
which were in existence when their undertakings were taken over by 
the Metropolitan Water Board under the Act of 1902 in the year 1904. 
Their dividends were limited by Act of Parliament to 10 per cent, 
but, of course, this applied only to the ordinary capital ; any 
excess profits had to be applied to the reduction of rates and their 
charges for water were limited. In the early days of the New River 
Co. the charge for domestic water laid on to a house was calculated 
by the number of chimneys in the house which was a rough guide to 
the size of the dwelling. No doubt, the companies were prosperous 
undertakings ; in fact, the New River Co., whose capital in 1852 was 
deemed to be £1,519,958, received in the arbitration in 1904 
£6,534,000 in Metropolitan Water '' B " 3 per cent. Stock and, in 
addition, the Board took over debenture stock amounting to 
£1,258,000 and the company retained the landed estates. A King's 
share, which then represented £2,844 a year, realised in 1899 £120,000. 
The total consideration money to the eight companies, paid by the 
Metropolitan Water Board under the 1902 Act, amounted to 
£42,854,128, which was paid by the issue of 3 per cent, stock, this 
irrespective of further outlay in connection with the transfer, 
compensation, stamp duty, &c. 

Water companies, generally, in obtaining Parliamentary authority 
acquire compulsory powers, if necessary (except where they proceed 
by provisional order), to take land and water rights ; power to break 
up the streets, under superintendence, for the laying and renewing 
of their pipes ; power to charge rates not exceeding the authorised 
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maximum, based on the rateable value of property, and power to 
require payment of the same quarterly in advance ; and power to 
recover such rates by the summary method of distraint with a 
further power of cutting off the supply ; and the company's water 
supply is protected by penalties against the fouling, waste or misuse 
of it. On the other hand, the company may be compelled, under the 
conditions provided, to afford a supply of pure and wholesome 
water, unless prevented by frost, unusual drought or other un- 
avoidable cause or accident ; and their profits are restricted to 10 
per cent, on their ordinary or original capital. In many cases the 
supply is required to be constant. 

Existing water companies are protected against local authorities 
intending to give supplies under the Public Health Act of 1875 so 
long as such companies are able and willing to supply water proper 
and sufficient for all reasonable purposes so that, under the provi- 
sions quoted, the company has a monopoly. Charges of each in- 
dividual company vary, it being the practice of Parliament to 
alloyr such charges as will give a reasonable return on the capital 
involved. Under the Gas and Water Works Facilities Acts, 1870 and 
1873, Provisional Orders, subject to confirmation of Parliament, 
may be obtained by any companies or person. Companies are 
allowed to charge for water supphed for trade purposes according to 
the quantity supplied. In many cases, there is a limit on the quan- 
tity which may be required by any individual consumer. The law 
has established the fact that there is no property in underground 
percolating water but a company, when authorised to sink a well, 
may find themselves saddled with clauses whereby within a stated 
radius of such well, compensation may be payable to any person 
injuriously affected. There have been numerous decisions as to 
what is a domestic supply, a matter which it is not necessary to 
discuss here. 

Water companies have, in many instances, been transferred by 
purchase to local authorities but, as a general rule, Parliament will 
not compel a purchase and transfer unless there is real ground for 
complaint against the existing water company. 

So far as financial provisions are concerned, these are contained 
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mainly in the Waterworks Clauses Act of 1847. Section 75 provides 
that the profits to be divided shall not exceed the prescribed rate or, 
where no rate is prescribed, shall not exceed 10 per cent, on the paid- 
up capital unless a larger dividend be at any time necessary to make 
up the deficiency of any previous dividend which shall have fallen 
short of the said yearly rate. This, in effect, enables a company to 
pay '' back dividends '' and many companies who, in years gone by, 
paid little or no return to their shareholders are, in this manner, 
recouped for the lean period which they, as pioneers, have en- 
countered. 

Additional capital was fixed generally at 7 per cent, for ordinary 
capital and 5 per cent, for preference capital but this additional 
capital, under the private Acts in compliance with standing Orders 
of Parliament, has to be offered by public auction or tender at the 
best price which can be obtained. 

The Waterworks Clauses Act, Section 76, is important and I 
quote it verbatim : — 

If the clear profits of the undertaking in any year amount 
to a larger sum than is sufficient, after making up the deficiency 
in the dividends of any previous year as aforesaid, to make a 
dividend at the prescribed rate, the excess beyond the sum 
necessary for such purpose shall from time to time be invested in 
Government or other securities and the dividends and interest 
arising from such securities shall also be invested in the same or 
like securities, in order that the same may accumulate at com- 
pound interest until the fund so formed amounts to the pre- 
scribed sum, or, if no sum be prescribed, to a sum equal to one- 
tenth part of the nominal capital of the undertakers, which 
sum shall form a reserved fund to answer any deficiency which 
may at any time happen in the amount of divisible profits or to 
meet any extraordinary claim or demand which may at any 
time arise against the undertakers ; and, if such, fund be at 
any time reduced, it may thereafter be again restored to the 
said sum and so from time to time as often as such reduction 
shall happen.'' 

I should add that by the next section money cannot be taken from 
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the fund for the purpose of meeting an extraordinary claim unless 
it is certified first by two Justices. 

Section 78 is as follows : — 

'' When such fund shall, by accumulation or otherwise, 
amount to the prescribed sum or one-tenth part of the nominal 
capital, as the case may be, the interest and dividends thereon 
shall no longer be invested, but shall be applied to any of the 
general purposes of the undertaking to which the profits thereof 
are applicable."' 

Under Section 79 a deficiency in profits may be taken from the 
reserve fund. Under Section 80, when the reserve fund is full, all 
surplus profits must be applied to the reduction in the water charges. 
Under the same Act is a requirement to make up an annual state- 
ment of accounts which has to be certified by the auditors and a copy 
sent to the Clerk of the Peace of the County in which the waterworks 
are situated. No form of accounts is prescribed but the practice 
amongst water companies has produced a considerable amount of 
uniformity in a revenue account so that the expenditure side is 
generally set out under the following heads : — 

Maintenance of Works. 

Pumping. 

Filtration. 

Purchase of Water. 

Maintenance of Mains, Meters, &c. 

Salaries of Engineers. 

Rent, Wayleaves. 

Rates and Taxes. 

Management and Collection. 

Law and Parliamentary Charges. 

On the other side is shown the income from water and other 
subsidiary accounts. The balance is transferred to a profit and loss or 
final appropriation account, the balance sheet being in the usual form 
introducing the balance of capital raised and expended, the -floating 
assets and the liabilities under the appropriate heads. 

It may be of interest to refer to the case of the Metropolitan Water 
Board as an example of a Board as distinguished from a compan}^ 
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Under the provision of the Metropolitan Water Act, 1902, the above 
Board took over the undertakings of the eight water companies and 
the transfer took place in 1904. The charging powers of the com- 
panies under the Metropolitan Water Board (Charges) Act, 1907, were 
continued for a time and then unified for the whole area of supply on 
the basis of a charge not exceeding 5 per cent, on the rateable value 
for water for domestic purposes and a charge per 1,000 gallons for 
water supplied for trade purposes, the Board having the right to 
call upon constituent bodies to make good any deficiency in revenue, 
including the charge for interest on loans and debentures and 
sinking fund. In fact, a deficiency occurred during every year of the 
Board’s existence until a further Act in 1921 readjusted the charges 
so that the 5 per cent, became at such rate per annum as the Board 
shall from time to time fix not exceeding 10 per cent. The loan 
period granted by the 1902 Act for the purchase price was the 
exceptionally long one of 100 years (with suspension of the sinking 
fund for 20 years), and for other subsequent capital 60 years or less. 
The revenue of the Board has to be estimated each year and the rate 
charged is to be fixed so as to balance the account. In effect, the 
Board are precluded from making surplus profits. 

Gas 

Here again, as with water, Parliamentary authority for the supply 
of gas is obtained by special Act or by a Provisional Order, after- 
wards confirmed by a Public Act, or by an Order made by the Board 
of Trade. Parliamentary authority having been obtained, certain 
consequences follow : the company obtain power to construct their 
works and, if need be, to take defined land compulsorily but only if 
authorised by a Special Act ; they have certain limits of supply 
assigned to them ; they obtain power to break up the public streets 
for laying and repairing mains and pipes. They obtain power to 
charge a certain price and are given summary remedies for recovering 
that price by cutting off the supply and by warrant of distress as 
well as by action in any Court of competent jurisdiction. On the 
other hand, the company come under many obligations and restric- 
tions. They are restricted to definite lands for the manufacture and 
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storage of gas ; they may be compelled by consumers to afford them, 
under certain conditions, a supply of gas, and such gas must be of the 
prescribed thermal value, pressure and purity ; they submit to a 
statutory limit of divisible profits and, in certain events, to the 
auction clauses (afterwards referred to) when new capital is 
authorised to be raised. 

<• 

A gas company, is, therefore, also a regulated monopoly in the 
sense that no other supplier of gas can compete with it but, of course, 
under modem practice, the competition by electricity and oil has to 
be met. There are cases of companies supplying both gas and water 
but it is usual in these cases to require the accounts of each under- 
taking to be kept separately. Under the Gas Works Clauses Act of 
1847, Section 30, the profits to be divided are not to exceed the 
prescribed rate or, where no rate is prescribed, it is not to exceed 10 
per cent, unless a larger dividend be at any time necessary to make 
up the deficiency of any previous dividend which shall have fallen 
short of the said yearly rate, and there are similar provisions as in 
the case of water as to the creation of a reserve fund and a reduction 
of charge when the said fund is full. Similar clauses are inserted 
usually in regard to the raising of new capital as in the case of water. 
The practice under the Private Acts since 1874 has given additional 
funds, such as an insurance fund to meet extraordinary claims, a 
reserve fund to be limited to the purpose of making up dividends and, 
where the sliding scale of dividend has been introduced, the com- 
panies have been allowed also to form a special purposes fund for 
renewals, while the old reserve fund can be added to only out of 
profits authorised for distribution but not divided. 

The first gas company formed in London was the " Gas Light & 
Coke Co.,” which was incorporated by Royal Charter dated 30th 
April 1812, on the terms of an Act of Parliament passed three years 
previously, for the purpose of lighting the cities of London and 
Westminster and the Borough of Southwark. This was followed by 
the establishment of five other companies — ^the City of London Gas 
Light & Coke Co., the Imperial Gas Light & Coke Co., the Ratcliff 
Gas Light & Coke Co., the Phoenix Gas Light & Coke Co. and the 
Independent Gas Light & Coke Co.— which were, severally, incor- 
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porated by Act of Parliament in the years i8i6, 1820, 1823, 1824 
and 1829 respectively. 

At one time there was competition between the various London 
companies, of which there were thirteen, but these have been 
reduced now to four, viz. : the Gas Light & Coke Co., the South 
Metropolitan Gas Co., the Wandsworth Gas Co. and the Commercial 
Gas Co. The first two companies celebrated their centenaries in 1912 
and 1924 respectively and are undertakings of considerable magnitude. 
The first named has an issued capital, including loan capital and 
premiums, of £ 40 , 000 , 000 , of which £18,911,000 is sliding scale 
capital ; employs some 17,'DOO people and supplies gas over an area 
which extends from Staines to Southend. It is the largest gas 
undertaking in the world and its annual sale of gas amounts to 
49,000 million cubic feet and of its 1,370,000 consumers, 760,000 are 
supplied on the penny-in-the-slot principle. There are many gas 
undertakings in the hands of municipal authorities outside London, 
e.g. Birmingham, Manchester, &c., but there are to-day some 430 
statutory company undertakings with a total issued capital, includ- 
ing loan capital, of, approximately, £123,000,000. 

About 1875 the sliding scale was introduced on the following basis : 

(1) That the initial price and quantity of gas shall be fairly 
fixed, having regard both to the immediate existing interests 
of the companies and the consumers and to the prospects of 
both under the new system. 

(2) That the price and dividend shall vary in certain fixed 
proportions without limit ; so that, on the one hand, the 
price may be raised without limit as the dividend diminishes, 
and so that the dividend may be increased without limit as 
the price diminishes. 

The effect of this was to bring the company and consumer into 
partnership. This principle has been extended far beyond London 
and has, undoubtedly, had most beneficial results both to the con- 
sumers and to the companies and, coupled with the auction clauses, 
has resulted in capital being raised on most advantageous terms. The 
auction clauses in their application required new capital to be 
issued by auction or tender to the public so that such new capital 
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was obtained on the most favourable terms with the result that the 
charge for remuneration of capital was as low as possible. In more 
recent years this provision has, in some cases, been relaxed subject to 
certain control by the Board of Trade or by bringing the price of 
issue into relation with current market quotations. 

The initial or standard price for gas having been fixed, the rela- 
tion between price and dividend was that for every reduction in 
the price of id. per 1,000 cubic feet, the company was authorised to 
increase the dividend authorised by 5s. (one-quarter) per cent, on 
the original or sliding scale capital of 10 per cent., and vice versa 
for every increase in the price of gas the dividend had to be corre- 
spondingly reduced, relative proportions being applied to capital 
bearing a smaller standard rate of dividend. This method was 
intended to reward the gas companies for good work and economies 
effected and, at the same time, with this incentive, secure to the 
consumers a share of any advantages that might accrue to the 
business. The proportion of the benefit divisible on an approximate 
basis is five-sixths to the consumers and one-sixth to the company. 

The calculation of the dividend, so far as the price of gas is con- 
cerned, is determined by the highest price of gas charged to the 
consumer during the current half year or year, and this took no 
account of discounts allowed or lower prices in force to large con- 
sumers. This part of the system was hardly fair to the shareholders 
and, commencing in 1920, a new method of calculation has been 
approved by Parliament which compares the actual revenue re- 
ceipts for gas with what might have been charged at the '' basic 
price or standard rate, the difference being termed the con- 
sumers' benefit ” ; that is, the reduction in charge which the con- 
sumers have enjoyed already. The companies are then permitted to 
distribute to their shareholders, by way of additional dividend, 
a sum of money equal to one-sixth of the consumers' benefit and, at 
the same time, another equal sum to their employees. This is a 
statutory right of the workpeople, subject, of course, to there being 
profits available to provide for both these additional sums. The basic 
prices fixed since 1920 for about 20 companies, representing about 
50 per cent, of the gas sold by companies, have had regard to the 
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conditions then existing but before this, during the war years, public 
utility undertakings found themselves in difficulties by reason of the 
great increase in wages and the high cost of coal and other materials. 
Unhke an ordinary trader or manufacturer, they were unable to 
increase the price of their commodities to cover them, or, if they 
could do so, they were penalised in their dividends for no fault of 
their own. Accordingly, Parliament intervened and, in the first 
instance, passed the Statutory Undertakings (Temporary Increase of 
Charges) Act, 1918, whereby some measure of financial relief was 
granted. This Act has expired now. This was but poor and inade- 
quate justice and in 1920 was passed the Gas Regulation Act, 1920, 
subsequently modified by the Gas Undertakings Act, 1929. Under 
the 1920 statute the Board of Trade was authorised by Order to 
revise the provisions as to charges in all Private Acts and so to raise 
the maximum or standard charge to cover the extra cost over pre- 
war figures to the extent of the increased costs beyond the control 
of the company. With this was linked the thermal method of 
charging for gas and provisions as to revision of prices, penalties, &c. 
The Act created also a new and simplified procedure for obtaining 
statutory powers by special order granted by the Board of Trade. 
Some 500 undertakings under these provisions obtained a standard, 
or maximum, price, when costs were on a high post-war level and 
but few of these subsequently had such prices reduced by an amend- 
ing order. Under the 1920 Act certain amending orders were made 
granting undertakers a higher standard price for a temporary period 
during the coal strike of 1926. This Act contains also provisions for 
subsequent revision downwards at the instance of the Local 
Authorities in the event of costs falling but reserving for the benefit 
of the undertakers any economies effected by them in the meanwhile. 
Similar provisions were enacted also for the benefit of the water 
undertakings in the Water Undertakings (Modification of Charges) 
Act, 1921, and for tramways under the Tramways (Temporary 
Increase of Charges) Act, 1920, the administration being respectively 
in the hands of the Ministry of Health and the Ministry of Transport. 
So far as gas is concerned, the working of the 1920 Act has been 
modified slightly and extended by the Gas Undertakings Act, 1929, 
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and, thereunder, reserve and special purposes funds may be 
enlarged. 

By the Gas Regulation Act, 1920, all gas undertakings have to 
furnish to the Board of Trade an annual account and such statistics 
and returns as the Board may require. This provision is intended 
to supersede the provisions of the Gas Works Qlauses Act, 1871, 
under which a form of statutory accounts was laid down although 
the Board of Trade have not, in fact, prescribed any new form. 
Statistics are in two parts : one relating to the details of the manu- 
facture and the supply of gas and the other relating to finance and 
prices. The accounts comprise the following : — 

(A) Statement as to capital authorised, issued and to be issued. 

(B) ,, as to Loan Capital „ „ 

(C) Capital account showing capital expenditure and capital 
raised, the balance being carried to the balance sheet. 

(D) Revenue account. Expenditure grouped with subsidiary 
items under : — 

Expenditure : (i) Manufacture. 

(2) Distribution expenses. 

(3) Rates. 

(4) Administration. 

(5) Sundry itemised expenses such as 

Law costs. 

Receipts : (i) Sale of gas — showing quantity sold. 

(2) Rents of meters, stoves, &c. 

(3) Residuals. 

(4) Sundries. 

The balance is transferred to : — 

(E) Profit and loss (net revenue) account : — 

Debit : Debenture and other interest. 

Transfers to reserve. 

Interim dividend. 

Credit : Balance from last account. 

Balance from revenue account. 

Interest. 

The balance (profit available) as per balance sheet. 
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Balance sheet. 

Debit : Balance from C. and E. 

Reserve and other funds. 

Interest due or accrued. 

Creditors. 

Credit : ^Balance from C, if overspent. 

Investments of funds. 

Stocks. 

Debtors. 

Cash. 

(F) is statistical with figures in tons of coal stocks and coal 
carbonised and gallons of oil used. 

(G) is similar with figures relating to residuals, i.e. coke, tar, 
sulphate of ammonia. 

From these accounts costs per i,ooo cubic feet or per therm 
sold are invariably prepared and the working of the company 
can be criticised. 

Electricity 

There are a considerable number of Acts dealing with the supply 
of electricity beginning with the Electric Lighting Act, 1882 and 
ending with the Electric (Supply) Act, 1926. These apply only to 
bodies or persons who are authorised to supply electricity within 
any area by licence or, since 1919, by a special order made by the 
Electricity Commissioners or by a Special Act of Parliament. Since 
1909 no persons can commence to supply in any area in which any 
other local authority, company, &c., are duly authorised to supply, 
so as to interfere with any such company (e.g. railway companies), 
who were supplying prior to that date. It follows, therefore, that 
authorised undertakers have a monopoly of supply within their 
own area. It would be outside the scope of this paper to deal in 
detail with all this large mass of legislation and variations in the 
method of authorising supplies now in force nor do I propose to 
deal with the powers of the Electricity Commissioners which are of 
considerable extent. As far as companies are concerned, their capital 
is limited only by their memorandum of association or incorporating 
Act. Unlike most statutory concerns, electricity companies are 
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subject to purchase by local authorities under terms contained in 
the Electric Lighting Act, 1888. 

Companies (subject to certain protective provisions) must give 
a supply throughout the specified number of streets in the Order. 
The method of charge and maximum prices is prescribed and the 
charge must be either by the actual amount of electricity supplied, 
the quantity contained in the supply or some other method approved 
by the Ministry of Transport. The prices to be charged are not to 
exceed those stated in the Order and these maxima vary between 
summer and winter quarters. As a rule, these maxima are inopera- 
tive, having been fixed at a high rate. Prices and the method of 
charge may be varied by the Ministry of Transport after three 
years. Temporary relief as to charges is given by the Statutory 
Undertakings (Temporary Increase of Charges) Act, 1918, and 
about 150 applications for revision were dealt with by the Ministry 
of Transport (this Statute has now expired). Undertakers must 
not show any undue preference to any consumer. The Electricity 
Supply Acts contain no provision limiting profits of undertakers 
who are not local authorities and it is not the practice to insert in 
such provisions any special terms but, as and when bulk supplies 
are given from the national grid, the Electricity Commissioners can 
impose a relationship between price and dividend (1926 Act, Section 
32). Annual accounts have to be kept and made up in a prescribed 
form and copies must be available for sale. 

Something must be said, however, about the electric power 
companies. There are some 76 special Private Acts of Parliament 
which are special Acts within the Electric Lighting (Clauses) Act, 
1899, relating to this class of undertaking and they have this pecu- 
liarity : the maximum prices chargeable and the maximum dividend 
payable by the company are fixed subject to a sliding scale. A 
power company is incorporated almost always by the Act which 
creates it. Prices are fixed also by the Act, subject to periodical 
revision by the Ministry of Transport ; the revision period is gene- 
rally ten years and the dividend payable is limited (generally) to 
8 per cent, on the following slide : — 

For every per cent, by which the prices actually charged by 
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the company throughout their area in any year are below the maxi- 
mum prices fixed by the Act, the dividend may be increased by 5s. 
per cent., and for every 5s. per cent, by which the dividend in any 
year exceeds the rate of dividend fixed by the Act, the prices charged 
by the company for the next year must be ij per cent, below the 
maximum prices fix;ed by the Act. The company may make good 
any deficiency in any previous dividend. 

Special legislation has been passed to deal with the companies 
supplying electricity in the County of London. Rights to purchase 
these undertakings were given up in 1925 by agreement with the 
local authorities and the c6mpanies undertakings were left to them 
until 1971. Meanwhile, they were granted standard prices based 
on the then existing costs and dividends by the London Electricity 
Acts, Nos. I and 2, of 1925, subject to the revision of these prices in 
1931 when the dividends were to be reduced. These standard prices 
were divided into four categories of supplies, viz. : — 

(1) Railway and traction. 

(2) Bulk. 

(3) Street lighting. 

(4) Private consumers. 

and, within each of these sections, the company was to share in the 
excess profits for augmentation of dividend, the remainder of any 
economies or any increasing profits being applied to the reduction 
in price subject to the right to create limited reserves. From 1925 
onwards the companies were to set aside sinking funds for the re- 
demption of capital, calculated so that in 1971 the whole of the under- 
taking will pass to the London and Home Counties Joint Electricity 
Authority, the same authority having to pay for stocks, stores and 
debts taken over, and a further sum for assets acquired during the 
latter part of the term not fully provided for by the sinking fund. 
In this way the company would be repaid the whole of their capital 
then outstanding. 

The companies were required to issue new capital in the most 
advantageous form and on the best terms obtainable. They were 
prohibited also from paying back dividends and were allowed to set 
up a contingency fund not exceeding per cent, per annum on the 
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capital outstanding as a charge with a further optional per cent, 
payable out of divisible profits. Standard prices are subject to re- 
vision at any time at intervals of three years if special circumstances 
then ruling justify such revision. 

The general position of the supply of electricity has been con- 
siderably modified by the Electricity (Supply^ Act, 1926, under 
which a Central Electricity Board was constituted, charged with 
the duty of supplying electricity to authorised undertakers. The 
Board have to prepare schemes relating to specified areas, deter- 
mining generating stations to be selected at which electricity shall 
be generated for the purposes of the Board, and also for providing 
main transmission lines. They have power to determine tariffs for 
electricity supplied directly by the Board to authorised undertakers 
with a limitation of price governed by the cost which the owners of 
existing stations would have incurred, had the Act not been passed, 
in themselves generating the like quantity of electricity. 

They have also power to alter the frequency employed so as to 
effect a standardisation of frequency with a repa5mient of the cost 
to the authorised undertaking for any expenses incurred in carrying 
such requirements into effect, and for such expenses the Board have 
power to borrow money to be repaid by the Electricity Commis- 
sioners, and the sums required to meet interest, together with the 
sinking fund in respect of money borrowed for this purpose, the Com- 
missioners, in their turn, have the right to recover from the industry. 

The Act gave the Board the power to borrow for their general 
capital expenditure the sum of £33,500,000 and to capitalise the 
interest for five years with power to the Treasury to guarantee the 
loans to the Board. Under the same Act, where any company, being 
an authorised undertaking and not a power company, receive a 
supply of electricity from the Board, the Electricity Commissioners 
may, having regard to any change in the cost of electricity attri- 
butable to the Act, by a special order, make provision as to the 
relation between the charges to be made for electricity and the 
dividends to be paid by the company. This is a very important 
provision and may control profits to an extent not previously pos- 
sible. From this provision theXondon companies are excluded. 
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The Act deals also with the question of compulsory purchase of 
undertakings in future orders and authorises the institution of 
two-part tariffs and the prices to be charged for the sale of fittings ; 
but I have said enough in this respect to cover, generally, the control 
and limitations placed on undertakers by this particular Act. 

• Tramways 

Tramways are governed by the Tramways Act of 1870 and are 
authorised whether in the hands of a public authority or a company. 
Under this Act the Board of Trade, and now the Ministry of Trans- 
port, have power to grant^ orders to a local authority, or a company 
with the consent of the local authority, for the construction of a 
tramway subject to the approval of Parliament. They have power 
also to revoke or extend any provisional order. Of course, such an 
undertaking may be authorised by Private Act of Parliament. The 
Act contains powers with regard to the purchase of an undertaking 
by a local authority after a period of 21 years and promoters were, 
thereupon, bound to sell the undertaking upon the terms of the then 
value (exclusive of any allowance for past or future profits or any 
compensation for compulsory sale) all the tramway, all lands, 
buildings, works and plant suitable to and used by them for pur- 
poses of their undertaking. The tolls are fixed by the Special Act or 
Order as maxima. The revision of tramway fares and stages is 
governed by the Tramways (Temporary Increase of Charges) Act, 
1920, which is still in force, the determination of these matters 
being in the hands of the Ministry of Transport. 

Docks and Harbours 

As an illustration of this class of undertaking and its extent I may 
cite the Port of London Authority. The Port of London Authority 
are a public board formed to acquire in 1909 the undertakings of 
the three London Dock Companies at an initial cost of some 
£22,000,000. Their total capital issues, including stocks and other 
obligations, are now, approximately, £40,000,000. The authority 
consist of 29 members, 18 elected and 10 appointed by various 
interests, and a Chairman. Their powers of charge are regulated 
by a number of Acts and their revenues have to be applied in pay- 
ment of their working expenses, interest on stock and loans and 
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sinking funds and to a reserve fund not to exceed £2,000,000. There 
are various other funds. 

As regards their powers of charge, these relate to four matters, 
being their main sources of revenue : — 

(1) Port Rates on goods, 

(2) River duties on tonnage and tolls, 

(3) Rates for services to goods, 

(4) Rates on vessels using the docks. 

(1) As regards the port rates, these are specified in their 1932 
Act and are maximum rates subject to revision downwards by the 
Minister of Transport upon application to fiim. Within the maxima, 
the authority can vary the rates, subject to one provision under their 
1920 Act, under which port rates charged on goods exported to 
parts beyond the seas must not exceed one-half of the port rates 
for the time being actually charged on similar goods imported from 
parts beyond the seas, and the port rates on goods imported coast- 
wise must not exceed one-half of the port rates for the time being 
actually charged on similar goods imported from parts beyond the 
seas ; the port rates on goods exported coastwise must not exceed 
one-half the port rates for the time being actually charged on similar 
goods either imported coastwise or exported to parts beyond the 
seas, whichever rate may be the lower. 

The provisions as regards goods imported and exported coastwise 
do not apply to coal, patent fuel, coke, &c., in respect of which the 
port rates on exports coastwise must not exceed one-half of the 
port rates for the time being actually charged on these goods, 
respectively, imported coastwise. 

(2) River duties of tonnage and tolls. — ^These are maximum 
charges. 

(3) Rates for service to goods. 

The authority have power to take rates on, practically, every 
service which can be rendered by them without a maxima (except 
as regards a landing rate which applies to imports), such as crane- 
age, piling, housing, weighing, coopering, sampling, &c. These 
rates must be only such reasonable rates as the port authority shall, 
from time to time, , appoint and no question of any maxima in re- 
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spect of these services arises. Maximum charges, however, are laid 
down in respect of the landing rate, which applies to imports ; 
wharfage and porterage rates, which apply to exports. Here again, 
the maximum rates are subject to revision by the Minister of 
Transport. 

(4) Rates on vessels using the docks. 

These rates are laid down under the 1923 Act with provisions as 
regards revision by the Minister of Transport. Charges for rents of 
lands and premises and rents paid by shipowners for fixed berths 
are not subject to any control. There are certain other charges which 
are not controlled by Statute. 

There are a number of other Boards or River Commissions dealing 
with the various ports around the coast. Their charges are all regu- 
lated by their own Special Acts, but are subject to amendment 
under the Harbour and Docks (Temporary Increase of Charges) 
Act, 1920, which Act had a limited life, but has been continued from 
time to time by Expiring Laws Continuance Acts. 

The London Passenger Transport Act 

The year 1933 has seen the passing of the above Act which 
will create a new Board to take over the Underground Railways 
in London, the omnibuses, tramways and certain other transport 
interests, and also the powers to run steamboats on the Thames 
transferred from the London County Council. The Act provides 
also for the pooling of receipts in the suburban area with the main 
line railways. Incidentally, it is of considerable interest to find 
that the Bill contains provision whereby five appointing trustees 
are enumerated whose duty it will be to appoint members of 
the new Board who will control the operations of this very impor- 
tant group of undertakings. Of these appointing trustees one is the 
President of the Institute of Chartered Accountants. The activities 
of the new Board are subject to control in many particulars by the 
Ministry of Transport. 

The primary object of the Board is to co-ordinate passenger 
transport within the London Transport Area (extending some con- 
siderable distance outside London proper) and with directions to 
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fix such fares and charges so as to secure that their revenues shall 
be sufficient to defray all their revenue charges. The existing statu- 
tory provisions as to charging powers are to have effect and the 
power of the Minister to revise tramway fares is to cease, but no 
goods or animals may be carried on any road vehicle. Fares in force 
on the date of transfer of the undertakings are to,be scheduled and 
deposited at the Ministry and to be open for inspection. Revision 
of fares may be made by the Railway Rates Tribunal on the appli- 
cation of any local authority or the Board so as to increase or reduce 
the fares, but 12 months must elapse between any general revision 
unless there has been a material change of circumstances, and this 
extends to main line suburban fares. 

With regard to alterations of services or facilities, or new services 
or facilities which may be contemplated, there are provisions safe- 
guarding the financial position of the Board or the main line railways 
in the hands of the Rates Tribunal, and these extend to the fixing 
of fares and the provision or withdrawal of services. 

The existing capital powers of the present railway companies are 
transferred to the Board with further powers to borrow ten million 
pounds. The Board are to" establish a Reserve Fund and an In- 
surance Fund. Sinking funds for the Tramway Debt liquidation 
and a general sinking fund for the redemption of debt within a 
ninety-year period are also constituted. 

An annual report in a form to be prescribed by the Minister is to 
be made and also such financial and statistical returns furnished 
as may be determined, and also annual accounts are to be prepared 
in a form to be prescribed and such accounts are to be audited. 

The Act provides for the payment of interest on the various 
capital stocks of the Board at fixed rates in order of priority. The 
last stock is designated “ C ” stock which has a standard rate of 
dividend of 5 per cent, for two years and thereafter at 5| per cent, 
and in such -later period further interest out of available revenues. 
If such additional interest is not distributed, it is to be paid into a 
special fund called “ ‘ C ’ Stock Interest Fund ” and moneys may 
be withdrawn from that fund to pay interest up to a maximum rate 
of 6 per cent. 
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The Act contains elaborate provisions as to settlement of disputes 
as to pay and conditions of service through a Wages Board and 
Negotiating Committee and by the establishment of Councils on 
which employees are represented. 

This Act contains many other provisions which I have not 
attempted to deal if^ith. There are some hundred or more Sections and 
sixteen Schedules. Those I have mentioned I have compressed very 
much, but it seemed to me, that this, the latest Act of Parliament to 
deal with Public Utility Undertakings, was of sufficient importance 
to merit consideration in this paper, even if my effort may be said 
to be somewhat sketchy 'and wanting in detail. 

Road Transport Bill 

Whilst this paper was in course of preparation, the Government 
have announced their intention to introduce into Parliament a Bill 
for the control of Road Transport and, apparently, this will deal 
both with the licensing of vehicles used for the conveyance of goods, 
regulating charges and hours of work, the intention, no doubt, being 
to exercise control over this class of business particularly with 
relation to the competition at present existing with the railways. 

Summing up the whole question of control of public utilities, two 
main facts emerge — ^First, that all these matters are designed for 
the protection of the public although, at the same time, they are 
drawn also to protect the interests of the investor in the various 
enterprises by giving him a reasonable return on the capital invested. 
Secondly, it will be seen how very considerable are the powers 
vested in the various Government departments. There are people 
who object to what is termed bureaucratic control but, speaking 
generally, this control can be only exercised with safeguards by means 
of representations which can be made to the departments concerned 
when questions of revision of charges or profits arise and, if such 
questions are raised by the undertakers, there is, in many cases, the 
ultimate authority and control by Parliament itself for the protection 
of the public. The principal departments with whom these matters 
rest are : — 

The Board of Trade. 
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The Ministry of Health. 

The Ministry of Transport. 

The Electricity Commissioners. 

The Railway Rates Tribunal. 

In conclusion, I can hope only that I have introduced to you a 
subject which, while it may not be familiar to all accountants, is, 
as I suggest to you, nevertheless, of practical interest to all citizens. 
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APPENDIX A 


Railways Act, 1921 


Adjustment of Charges to Revenue 

Adjustment of powers of charging to revenue 
Section 58. — (i) The charges to be fixed in the first instance for each 
amalgamated company shall be such as will, together with the other 
sources of revenue, in the opinion of the rates tribunal, so far as prac- 
ticable yield, with efficient and economical working and management, an 
annual net revenue (hereinafter referred to as the standard revenue) 
equivalent to the aggregate net revenues in the year nineteen hundred 
and thirteen of the constituent companies and the subsidiary companies 
absorbed by the amalgamated company, together with — 

{a) a sum equal to 5 per cent, on capital expenditure forming the 
basis on which interest was allowed at the end of the period 
during which the constituent companies and subsidiary com- 
panies were in the possession of the Government ; and 
{h) such allowance as may be necessary to remunerate adequately 
any additional capital which may have been raised or provided 
in respect of expenditure on capital account incurred since the 
first day of January, nineteen hundred and thirteen, and not 
included in the expenditure referred to in the last preceding 
paragraph, unless it can be shown that such expenditure has not 
enhanced the value of the undertaking ; and 
(c) such allowance as appears to the rates tribunal to be reasonable 
in respect of capital expenditure (not being less than twenty-five 
thousand pounds in the case of any work, and not being capital 
expenditure included in paragraph (a) ), on works which enhance 
the value of the undertaking, but which had not at the beginning 
of the year nineteen hundred and thirteen become fully remu- 
nerative : 

Provided that, in determining the sum which charges will, with efficient 
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and economic working and management, yield, the tribunal shall, with a 
view to encouraging the taking of early steps for effecting economies in 
working and management expenses rendered possible by or in antici- 
pation of amalgamation, take into consideration the economies effected 
by such steps already taken, and shall make such allowance in respect 
thereof as the tribunal may consider fair and equitable to an amount not 
exceeding thirty-three and one-third per cent, of such economies. 

(2) The tribunal when fixing charges in pursuance of the provisions of 
this section shall have regard to the means which in their opinion are best 
calculated to ensure the maximum development and extension in the 
public interest of the carriage by railway of merchandise and of passengers 
and their luggage, and shall accordingly ascertain as far as may be prac- 
ticable the effect which the existing charges, or any of them, have had 
upon the merchandise or passenger traffic to which they are applicable, 
and in particular whether the application of such charges has tended or, 
if continued, would be likely to tend towards causing the increase or 
diminution of the said traffic. 

(3) If on any such review as is mentioned in the next following section 
it appears to the rates tribunal that the allowance made under paragraph 
(c) of subsection (i) of this section was too high or too low, the tribunal 
may revise the allowance and make such adjustment in the amount of 
the standard revenue as may be necessary. 

(4) When fixing the charges necessary to produce the standard revenue, 
the tribunal shall take into consideration the charges in respect of any 
business carried on by the company ancillary or subsidiary to its railways, 
the charges for which are not subject to the jurisdiction of the tribunal, 
and if in the opinion of the tribunal the company is not making, or has not 
taken reasonable steps to enable it to make, adequate charges in respect 
of any such business, the tribunal shall, in fixing the charges under this 
Part of this Act, take into account the revenue which would be produced 
by any such business if adequate charges were in operation. 

Periodical review of standard charges and exceptional rates 

Section 59. — (i) The rates tribunal shall review the standard charges 
and exceptional charges of each amalgamated company at the end of the 
first complete financial year after the appointed day, or, if the appointed 
day is the first day of January in any year, at the end of that year, and, 
unless directions are given by the Minister to the contrary in manner 
hereinafter appearing, at the end of each succeeding year, and the review 
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shall be made on the experience of the operation of those charges for the 
period during which the standard charges have been in operation, or, if 
that period is more than three years, then on the experience of the opera- 
tion of those charges during the preceding three years. 

(2) The Minister may direct as respects any year after the second annual 
review that a review shall not be held, and the directions may extend 
either to all the amalgamated companies or to any c«ie or more of those 
companies : 

Provided that no such direction shall extend to any company which has 
applied to the Minister for a review, or in respect of which the Board of 
Trade on the application of any representative body of traders have 
requested that a review shall be held. 

(3) If on any such review the rates tribunal find that the net revenue 
or the average annual net revenue obtained, or which could, with efficient 
and economic management, have been obtained, by the company during 
the period on the experience of which the review is based is substantially 
in excess of the standard revenue of the company, with such allowance 
(if any) as appears to the tribunal necessary to remunerate adequately any 
additional capital which may have been raised or provided in respect of 
expenditure on capital account incurred since the date upon which the 
standard charges were fixed in the first instance, the tribunal shall, unless 
they are of opinion that owing to change in circumstances the excess is not 
likely to continue, modify all or any of the standard charges and make a 
corresponding general modification of the exceptional charges of the 
company so as to effect a reduction of the net revenue of the company in 
subsequent years to an extent equivalent to eighty per cent, of such excess: 

Provided that the tribunal in making such modifications as aforesaid 
as respects one amalgamated company shall, so far as practicable, avoid 
making such modifications as would be likely to affect prejudicially the 
financial position of any other railway company. 

(4) If on any such review the rates tribunal find that the net revenue 
or the average annual net revenue obtained by the company during the 
period on the experience of which the review is based is less than the 
standard revenue of the company, with such allowance (if any) as appears 
to the tribunal necessary to remunerate adequately any additional capital 
which may have been raised or provided in respect of expenditure on 
capital account incurred since the date upon which the standard charges 
were fixed in the first instance, and that the deficiency is not due to lack 
of efficiency or economy in the management, the tribunal shall, unless in 
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their opinion owing to change of circumstances the deficiency is not likely 
to continue, make such modifications in all or any of the standard charges 
and such a corresponding general modification of the exceptional charges 
of the company as they may think necessary to enable the company to 
earn the standard revenue with such allowance (if any) as aforesaid. 

(5) Whenever on any such review such an excess as aforesaid is found 
then, for the purpoS'es of subsequent reviews, subsection (3) of this section 
shall have effect as if for the standard revenue there were substituted a 
sum (hereinafter referred to as the increased standard equal to the 
standard revenue with the addition of twenty per cent, of such excess, 
and whenever on any such subsequent r-eview an excess is found above 
the increased standard togMher with the allowance (if any) for additional 
capital, then, for the purpose of subsequent reviews, the increased stand- 
ard shall be increased by a sum equal to twenty per cent, of such excess, 
and so on : 

Provided that, if at any time after such an excess has been found, the 
standard charges and exceptional charges are modified in pursusCnce of 
subsection (4) of this section on account of a deficiency, no such sub- 
stitution shall be made until an excess above the standard revenue 
together with the allowance (if any) for additional capital is again found. 

(6) The rates tribunal, when modifying charges on any such review, 
shall have regard to the like considerations as w^hen fixing charges in the 
first instance : 

Provided that the tribunal shall have regard to the financial results ob- 
tained from the operation of any ancillary or subsidiary business carried 
on by the company, and if satisfied that the net revenue resulting there- 
from is, having regard to all the circumstances, unduly low, may, for the 
purpose of such review, make such deductions from the charges which 
would otherwise have been fixed as they think proper. 

(7) The modifications of standard charges and exceptional charges 
made in pursuance of this section shall take effect as from the first day of 
July in the year following the last year under review or such other date 
as the rates tribunal may fix. 
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The Chairman : The Congress resumes this morning to consider a 
paper submitted by Mr. Cash which is of the greatest importance to every 
part of the world, no matter from which country you come. It is the 
question of the control of public utilities. In this old country we have two 
methods of control ; and I am sure you have followed carefuUy in the paper 
the method of a public utility company as against a municipal control of 
the social services. 

We are eminently satisfied in having Mr. Cash to deal with this subject 
because no one is better qualified to put the whole issue before the 
Congress. In this country we have associations of the different public 
utilities, and Mr. Cash is the immediate Past-President of the British 
Waterworks Association and is President during the current year of the 
British Commercial Gas Association. 

You all know his connection with this Congress. He was at Amsterdam 
and took a prominent part in that Congress. Then he was in America 
and submitted a paper there. Then, as you know, in his professional life 
he has a connection in audit and administration and as an expert witness 
with the subject with which he will deal this morning. 

I now have great pleasure in calling upon Mr. Cash to introduce his 
paper. (Applause.) 

Mr. William Cash, F.C.A. ; Mr. Chairman, ladies and gentlemen, I 
am much obliged to our chairman for the very kind remarks and the very 
flattering references he has made to me, and I appreciate very much the 
honour of being allowed to address you on this subject. I am also glad 
to have the opportunity of meeting again certain friends whom I met 
in Amsterdam and in New York. 

The paper is in your hands, and following our usual practice here I am 
only going to say a few words in introducing it to you. It is not necessary 
for me to go over it in detail. I just want to make this point, that it deals 
with the British position, and I hope some of our foreign friends will have 
an opportunity of telling us what the practice is in their countries. There 
are regulations in those foreign countries, as for example, in the Argentine 
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where English companies carry on railway, water, gas and harbour busi- 
nesses, which I have not attempted to deal with. 

Then I would emphasise the fact that statutory undertakings are what I 
would describe as quasi-monopolies operating in defined areas but not free 
really from competition to-day except possibly in the case of the water 
companies. The competition, as you will readily appreciate, with regard to 
railways lies between railways and roads. Gas and electricity are in com- 
petition every day, and even the tramways have to compete with motor 
buses. 

Here in London — we are talking in London — the amount of capital 
involved in these undertakings is very considerable. If I take, for example, 
the Metropolitan Water Board, which is a body constituted by Act of 
Parliament, it supplies a population of over 7,000,000 people, covering an 
area of 573 square miles ; with 1,300,000 different connections, and with a 
capital of £53,500,000. 

Then there is the Port of London Authority, another important body 
set up by Act of Parliament and controlled as to charges and profits, 
which has a capital of over £41,000,000. 

Then three Metropolitan Gas Companies, which extend beyond London, 
have a capital — the three of them — of £55,500,000. There are fourteen 
electricity companies which operate in London, and extend beyond Lon- 
don, which have a capital of £50,000,000. So that those four groups 
between them have a capital of over £200,000,000. 

Then (and this is, perhaps, rather appropriate because it is a matter 
which has only just come into being) we have the London Passenger 
Transport Board which will control the underground lines, the buses, and 
have the right to carry passengers on the River Thames. It is estimated 
that its capital, when the whole transfer has been completed, will amount 
to £120,000,000. Adding that to the other figure, you get a total capital 
involved of £320,000,000. 

Part of my paper deals with the railway position, and, as you prob- 
ably know, the total railway nominal capital in this country is about 
£1,300,000,000. Now, accountants I suggest to you are interested in this 
subject in various capacities, as auditors of these undertakings, as experts 
when they are dealing with the constitution of the businesses, or the 
revision of their charges, and also of course in the form of the accounts 
which in many cases are laid down by statute. Most of these undertakings 
are constituted under special Acts of Parliament ; but they are adminis- 
tered so far as their ordinary business is concerned under the Companies 



STATUTORY UNDERTAKINGS 


225 


(Clauses) Act, 1845, an Act with which all accountants are not very 
familiar. 

On the question of control, I would remind you, as I say in the paper, 
that it is two-fold. First, as regards charges, and, second, as regards profits 
and/or dividends, these being, of course, in many cases interlocked. 

In the Railways Act of 1921 a new provision was inserted with regard 
to railways under which a proportion of economies atfd good management 
was to be shared with the traders. Of course you all know quite well that 
to-day that clause is inoperative because of the position of the railways. 

Water surplus profits after limited reserves are applied for the benefit 
of consumers in reduction of prices and charges ; and similar arrange- 
ments are in operation with regard to gas undertakings where, in addition, 
a sliding-scale system has been introduced under which the proprietors 
are entitled when profits permit to increased dividends. In some of these 
cases in latter years the consumer, the shareholder, and the workman have 
been joined together in one common interest whereby even the work- 
people are entitled to a share of the surplus profits when these are avail- 
able. That principle of the sliding scale has also now been introduced 
into certain of the Electricity Acts, and particularly in the 1925 London 
Electricity Act which applies to the companies operating in London. 

Now, the main principle underlying the whole of these arrangements 
for controlling profits and dividends is what has been termed, and is well 
known in the railway world, as undue preference, which is not allowed. 
In other words, all those interested in the operations of the undertaking 
have to be treated alike ; and similar provisions apply in the case of the 
gas and water undertakings where consumers must be treated alike under 
similar circumstances. The other principle which has been applied in these 
Private Acts is that there is protection for capital, and if abnormal cir- 
cumstances arise either in favour or against the undertaking there are 
provisions for revision of the charges. 

On the question of revision, I have told you, if you will refer to the end 
of the paper to page 216, the Governmental departments which are con- 
cerned to watch these undertakings, and who also have to act in a judicial 
capacity with regard to charges. They are the Board of Trade, the Minis- 
try of Health, the Ministry of Transport, the Electricity Commissioners, 
and the Railway Rates Tribunal. 

There is one little matter which is of interest to us as accountants, and 
which is peculiar in this sense, that in the constitution of the London 
Passenger Transport Board the appointments to that board of the direc- 
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tors and managers are made by a number of trustees, and of those trustees 
— ^you will see this on page 214 — one is the President of the Institute 
of Chartered Accountants, a compliment paid to our profession of 
substantial interest. 

In the case of the London Passenger Transport Board, arrangements 
with regard to capital are that the ultimate C stock is to carry a dividend 
of 5 per cent, if earned for the first two years, increased thereafter to 5^ per 
cent, and with a maximum thereafter of 6 per cent. 

While we are talking of matters which are, perhaps, rather prominent 
to-day you will see that I have referred on page 216 to the Road Transport 
Bill which is actually being considered in Parliament this very week ; and 
in that connection it is important to realise the object of that Bill. The 
position, as we all know so well of the railway companies, is to-day some- 
what serious. If I take together the London, Midland & Scottish and the 
London & North Eastern Railway Companies, there is £173,000,000 of 
ordinary stock receiving no remuneration ; £280,000,000 of prior charges 
receiving no remuneration, and a further £181,000,000 of prior charges in 
respect of which the full dividend has not been paid. 

With regard to the Road Transport Bill, an interesting case has re- 
cently been decided of Robinson & Co. v. The Great Western Railway Co., 
where the railway proposed a fiat rate for one trader to include a large 
number of stations, and this was turned down by the Railway Rates 
Tribunal on the ground that it was contrary to the provisions with regard 
to imdue preference, and also that the conveyance charge was not ascer- 
tainable. The Bill provides for similar rates being quoted in future, but 
reserves the position of the traders so that they can by representative 
bodies make objections. The fear of the small trader, of course, exists ; 
but the road powers to-day are uncontrolled, and you have the peculiar 
position that a road carrier can refuse traffic if he does not like the class 
of traffic, whereas the railway company has to accept all the traffic that 
is offered to it. 

Turning back again to the London Passenger Transport Board, it is 
rather interesting to observe what I think has appeared in most of the 
daily newspapers, that this undertaking will control over 11,000 passenger- 
carrying vehicles. 3,000 of those are on the Underground Railways ; 
there are over 5 >000 buses and coaches, and 2,600 tramway cars, and the 
number of passengers carried in 1932 reached the enormous total of 
3463»ooo,ooo. So that you have there a new body of a very important 
character. 
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I do not think I need take up any more of your time, ladies and gentle- 
men. 

May I now leave the paper in your hands, and I shall listen with 
pleasure to any observations that will be made. 

I understand my friend Mr. Arthur Collins, whom I have met on a good 
many occasions under various circumstances, and who is particularly 
qualified to deal with this question perhaps from ratlier a different angle, 
is going to say a few words to you, and his experience is such that I am 
sure you will all listen to what he has to say with the greatest of pleasure. 
(Applause.) 

The Chairman : I will now call upon Mr. Collins to open the discussion. 

Mr. Arthur Collins, F.S.A.A. (Great Britain) : Mr. Chairman, 
ladies and gentlemen, in an American magazine published under the 
auspices of a university there appeared a review of a book closely re- 
lated to the subject of this paper. The said review was headed “ Modern 
Monopoly as the Gentleman Crook,’' and the title of the book under 
review was The Masquerade of Monopoly." It consisted mainly of 
an exposure of the devices by which the American public is said to be 
exploited by the management of public utility services in the hands of 
private corporations, or as we should say, private companies. It forms a 
piquant introduction to the discussion of this subject, and certainly 
lights up the phraseology we generally employ on so prosaic a subject as 
statutory undertakings. 

A great deal depends upon the way the public look on undertakings 
with a monopoly of the article or service they supply. If by general consent 
the service is one which should either be in public hands, or if not, should 
be placed beyond exploitation in the pernicious sense, the degree of the 
control of the service in the hands of a company, or of anybody except the 
public representatives, is likely to be extensive and strict. If, however, 
the business is one which it is thought by the public should more appro- 
priately be entrusted to private enterprise, then anything reasonable and 
broadminded in the form of safeguards against exploitation of the public 
meets the case. In Great Britain, water supply comes within the former 
category, and railways in the latter, speaking quite broadly. 

It follows that the control of charges and profits of statutory under- 
takings is exercised in a variety of ways, differing in each country, and in 
respect of each undertaking, according to its nature and to the attitude of 
mind of the public towards it. 

The accountancy profession, particularly those members of it who 
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specialise in public utility accounts, is entrusted with a heavy responsi- 
bility as the servants of the public in connection with monopolies like 
gas, electricity, or water. If they act for the operating company, they 
have to keep in mind not only the need for correct accounts, but the 
assistance they can render the directors in maintaining a fair balance 
between charges and profits. If they serve the local councils as officials or 
advisers, looking at'^these accounts from the point of view of the public, 
as consumers, they have to discharge the duty of criticising, constructively 
wherever possible, the charges of the company, without damage to the 
reputation and standing of the company when it comes to raise capital 
for the development of the business. 

It is common ground that whether the monopoly supply be furnished by 
a public body or by private enterprise, the following conditions should be 
met : — 

[a) The proprietors should not be at liberty to pick and choose their 
customers, but that with the right of supply there should be the 
obligation to give service upon reasonable terms and conditions. 
All consumers in the like circumstances must be charged the same 
prices. 

[h) That the prices charged for the services rendered should be 
sufficient to ensure a reasonable return upon the capital employed, 
(c) That what is a reasonable return must depend upon the circum- 
stances of each case, as this is not capable of standardisation 
either for all concerns of one character or for public utility busi- 
nesses of a different nature operating in the same district. 

{d) That maximum prices shall be fixed for all supplies, either com- 
prehensively or in categories, or if there be no maximum price 
fixed, that a maximum or limit should be placed upon the divi- 
dends payable on capital, such limit being settled in many cases, 
in relation to prices charged, so that by a sliding scale the divi- 
dend may rise as the prices are reduced, and vice versa. 

It is only upon such general forms of restraint upon improper trading 
that the proprietors are confirmed in their possession of the monopoly and 
protected from competition wholly or partly. Absolute protection, even 
with the most stringent safeguards of the public rights, is practically almost 
impossible. Railways are controlled in their charges and profits to-day 
more by the competition of road transport than by statute. Tramways or 
street cars are in the same position in competition with the motor bus 
and private motor vehicle. Gas prices are restrained, and dividends kept 
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in many cases well below the authorised dividends, by the introduction of 
the use of electricity. The charges for electricity must also be attractive to 
compete with gas, or, in rural districts, with more primitive forms of 
lighting and heating. Very few electricity undertakings are to-day charg- 
ing the maximum prices permitted to them by the law governing their 
operations. There is as yet no effective substitute for water, so that in this 
case the check upon prices and safeguards against excessive dividends 
have to be provided by legislation. 

Moreover, the trend of public opinion in this country has been towards 
public ownership of monopoly businesses like gas, water, electricity, and 
transport. Long ago the Acts of Parliament by which gas and water con- 
cerns became statutory undertakings did not contain provisions confer- 
ring the rights of purchase upon the local authority of the district served, 
after the exercise of the franchise by the company over a course of years. 
Electricity undertakings and tramway concerns, provided by private 
enterprise, are nearly all subject to rights of purchase on behalf of the 
public in course of time. Rights of purchase are frequently given by 
Parliament where a company providing a public utility service has not 
been able to show a good record, after operating some years. Control of 
charges and profits by the scrutiny of accounts and by the use of Parlia- 
mentary restrictions is not the only effective method open to the public. 
The fear of the local authority exercising its rights of purchase of the 
undertaking is commonly a strong inducement to the private company to 
keep the charges and dividends down to a level which the local authority 
itself might not be able to maintain, if it superseded the operating com- 
pany. 

It is beyond doubt that great difficulty is experienced by the National 
Government of any country in framing and adjusting from time to time 
the measures by which a fair balance is to be maintained between the 
interests of the consumers and the interests of the shareholders of a mono- 
poly business in private hands. In Great Britain the provisions of Parlia- 
ment applicable to private trading in these monopolies are to be found 
partly in the general law and partly in what we call private legislation 
applicable to a particular xmdertaking. It is really necessary to proceed, 
as Mr. Cash does, by way of historical review, to perceive how the various 
methods of control have been imposed upon railways, water, gas, electri- 
city, tramways and similar undertakings. 

Different legislation applies to each class of concern, in so far as the 
general law deals with them, and extensive as that general legislation is. 
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it is supplemented to a great extent by the contents of Acts of Parliament 
promoted by the proprietors of the undertakings seeking to clothe them- 
selves with Parliamentary powers for the purposes of their business. 

No review of the British provisions for keeping in check the prices 
charged and the dividends paid by private monopolistic undertakings 
would be complete if it did not draw attention to the great value of 
Private Bill procedure. On the face of it, it would seem to be the case 
that the promotion of a Private Bill for the consideration of Parliament 
would enhance only the interests of the proprietors. In fact the promo- 
tion of the Bill presents the opportunity to the members of the local 
councils, who represent the interests of the consumers, to ask for the 
approval of Parliament to stronger and more effective powers of control 
over the enterprise and operations of the proprietors of the private 
undertaking, where experience shows they are needed. 

In the long run, whether by general or local legislation, it is the British 
practice to provide for the following essentials, namely : — the rights of 
consumers to have a supply on reasonable terms ; a reasonable dividend 
upon capital employed ; a maximum dividend or a sliding scale divi- 
dend related to prices ; and general recognition of the fact that there is 
an element of trust, as well as commercial enterprise, in the conduct of a 
business protected from competition by another company or public body 
in the same industry in the same vicinity. 

It wiU generally be agreed that in this country we have managed to 
avoid violent controversy as to the sufficiency or otherwise of measures 
in the public interest designed to control prices and dividends of mono- 
poly concerns like those dealt with in Mr. Cash's paper. Our long tradi- 
tions of public service, both by local elected councils and by public 
utility companies, have much to do with this state of public feeling. 

It is^a fortunate circumstance that in this country we have not been 
involved in strife about the amount of capital which is to be taken for 
the basis of the calculation of dividends. We have fairly clear ideas of 
what is an appropriate rate of interest upon capital employed. We in- 
variably take the capital actually invested in the concern, subject neither 
to appreciation nor depreciation, and the average rate of dividend thought 
to be reasonable has a fairly close relationship with the return for the 
time being obtainable on investments in Government securities. It 
must always be true of all these monopoly businesses that although techni- 
cally services like railways and transport generally can charge 'Vhatthe 
traffic will bear," there is a point of exhaustion which the proprietors 
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must not pass for fear they lose their customers. It is as much in the 
interests of the proprietors as of the consumers that there should be good- 
will and respect between customers and shareholders. 

While we have not in this country experienced a period of acute con- 
troversy in the matter of charges for gas and electricity, or transport, 
as in the United States — accentuated, I fear, by the American doctrine 
of variable values of the capital employed in these businesses — we may 
observe with considerable interest the movement in that country towards 
converting consumers into shareholders. 

In Great Britain not a great deal has been done in this direction. It 
may or may not be a good policy for most consumers to be shareholders 
of local monopoly businesses, but the minorities in any case must be 
cared for, and on the whole it is considered that the methods we employ 
in Great Britain for the control of charges and profits of statutory under- 
takings are based upon reasonable foundations and give general satis- 
faction. 

These observations have been restricted to the control of monopolies, 
in order to leave full scope to others to deal with the accounting side of 
the matter. 

Moreover, the wide range of this subject, and the length of these notes 
already, impel me to make but a brief reference to the charges and profits 
of publicly-owned undertakings. In these cases, service at cost price 
is the maxim favoured by Parliament and adopted by most local councils, 
though profit making in relief of local rates is, as Mr. Cash's paper shows, 
not entirely forbidden by law, e.g. on electricity supplies. Where a local 
council supplies areas outside its jurisdiction for government purposes, 
the charges made are often controversial, and much could be said for and 
against differential prices favouring consumers who are responsible as 
ratepayers to make up trading deficiencies in bad years, against those 
outside consumers who are not. Although the levy of charges for gas, 
&c., at profit-making prices, where the area of supply and the area rate- 
able for deficiencies is the same, may appear to amount to more than 

change for sixpence," or transferring money from one pocket to another, 
there is considerable difference in the incidence of levies upon ratepayers 
for public expenses like roads, and levies on gas consumers to make 
profits to devote to road maintenance. But apart from that, Parliamen- 
tary Committees are tender towards producers in these hard times, and 
high charges for power or heat or illumination, or water, add to the costs 
of production in many cases more than the rate relief from trading profits. 
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This is a consideration which has influenced the present tendency ol 
Parliamentary opinion in favour of cost price, including actual capital 
charges, for monopoly supplies by public bodies. 

Just a word, in conclusion, on the need of standardised accounts of 
monopoly concerns in the hands of private companies or public bodies. 
It would be a great achievement if out of such conferences as this there 
gradually emerged li plan for the establishment of an international form 
of accounts for businesses supplying water, gas, electricity, transport, and 
so on. Perhaps we may one day be able to compare the costs of electricity 
from water power in Canada, for example, with electricity generated by 
a company in Europe from coal. At present we should not be sure we were 
comparing like with like even in testing the cost of water between a public 
body and a private company in England, using the published accounts for 
that purpose. It is partly by good accounting that the most economical 
production is attained, as the technical managers of all public utility 
undertakings will readily agree, and comparative costs, on uniform 
analyses, can be made into more powerful servants of the public than 
they are to-day. 

Only a master of his subject like Mr. Cash could condense all the 
essential information on this subject, from the British standpoint, as 
well as he has done. I must express my admiration of his paper, for in the 
matter and the method of treatment it is excellent. (Applause.) 

Mr. J. C. Spangenberg (Holland) : My Lord Chairman, ladies and 
gentlemen, it is with much interest that I have read the paper composed 
by Mr. William Cash. 

Owing to the fact that the esteemed writer expressed the hope that 
accountants from abroad would also say how similar matters are dealt 
with in their country, I bring the following facts briefly to your notice. 
From the paper we have seen there are a great number of Acts in England 
relating to Public Utility Undertakings. In Holland, on the contrary, 
there are only a few Acts relating thereto, e.g. the Railway Act, the 
Tramway Act, and so on. In these Acts all the details of these under- 
takings have been regulated. 

Amongst other things it is enacted that : — 

(1) The rates are fixed by the Government in deliberation with the 
undertakers ; 

(2) The Government can reduce these rates ; 

(3) The Government warrants a net profit of 4 per cent, on the share 
capital. If in any year this minimum profit is not earned, the 
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railway company is entitled to receive the minimum dividend 
granted, if the railway company can justify its loss which will 
be controlled.by the Government. 

If the net profit amounts to more than 4 per cent, out of 9 
per cent, of the share capital the shareholders will receive a 
further 2| per cent, and the Government the^other 2 ^ per cent. 
If the net profit is more than 9 per cent, of the share capital, the 
shareholders will receive only one-fifth of this surplus, while the 
Government will receive the remaining four-fifths. 

(4) The Government has the right to nationalise the railways ; the 
Government itself is one of the largest shareholders. 

Also for the tramway companies, excluding the one-city 
tramways, similar regulations have been executed. However, a 
minimum dividend is not always guaranteed. 

Regarding the water, gas, and electricity undertakings as well as the 
one-city tramway companies, no particular Acts exist. 

This is mainly owing to the fact that nearly all such undertakings in 
Holland are not private companies, but municipal undertakings. Owing 
thereto, these undertakings are in a more or less monopolised position. 
I say more or less, because the municipal tramways, for example, have 
to fight the keen competition of the omnibuses. 

On the other hand, some city corporations have made it their business 
to establish very difficult regulations regarding motor car upkeep : the 
fitness of chauffeurs, the fares, &c., so that in those cities it becomes 
very difficult for private enterprise to maintain this competition. 

Owing to their monopolised position these municipal undertakings pay 
as a rule relatively high wages, and therefore they are obliged to charge 
relatively high rates, and in case of losses the taxpayers finally have to 
pay for it. 

However, there is a further group of undertakings which requires special 
attention, viz. the Life Insurance Companies. These undertakings have 
since 1922 been governed by a special Act, ** The Life Insurance Act."' 

Briefly, the purpose of this Act is to regulate the following : — 

(1) To give a sound basis to the confidence of the public, without 
restricting the freedom of management ; 

(2) To secure as much publicity as possible ; 

(3) The establishment of the Life Insurance Board, which is com- 
petent to advise the undertakers with regard to improvement of 
management, &c. 
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Such advice may be published, unless the undertakers declare 
within a fixed time that they will act upon it, or unless they 
present well-founded complaints against it. 

The members, the secretary and the chairman of this life 
insurance board are appointed by the Government. They may 
only be interested in any life insurance company in the capacity 
of insured persons. 

(4) The life insurance companies may only be carried on by limited 
liability companies or by co-operations. They are not allowed to 
carry on other business. 

(5) Instructions are given regarding the stipulations which must be 
inserted in the articles of association of a life insurance com- 
pany. Amongst these are : — 

The method of appointment of the directors ; 

The obligations of the directors in case of loss ; 

The amount of the owned capital ; 

&c. 

(6) The life insurance board is always entitled to make inquiries 
with the companies, and it is not necessary to wait till the annual 
report has been published ; 

(7) Yearly a number of prescribed uniform statements have to be 
published, analysing in full the management, the financial posi- 
tion of the company, as well as a specification of the income and 
expenditure ; 

(8) The life insurance bojard is entitled to have the books and the 
documents of any life insurance company examined ; 

(9) Stipulations are given regarding the way in which one company 
may transfer its contracts to another company ; 

(10) The life insurance board is always entitled on behalf of the 
company to dismiss the directors and the managers, to appoint 
other persons or to undertake the management ; 

(11) The life insurance board has to control that in general the 
investments are of the same value as the premium reserve 
referred to. It may order a change in the investment policy. 

Furthermore, it may indicate the banking firm with which the 
stocks must be deposited, and order that the stocks must be kept 
in Holland. If a company refuses to deposit the securities with 
the indicated bank, the board itself can bring them under its 
own control. In all, 26 detailed statements have to be published 
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annually including the balance sheet and the profit and loss 
account ; 

(12) Finally, the life insurance board may request the Court of 
Justice to remedy the financial situation of any life insurance 
company. 

Also for the savings bank similar regulations are in force. 
(Applause.) 

Mr. W. B. Keen, F.C.A. (Great Britain) : Mr. Chairman, my Lord, 
ladies and gentlemen, Mr. Cash has given us a most interesting and 
concise summary of the legislation and procedure with regard to these 
statutory undertakings. His paper is not of a controversial nature, and 
there are very few points in it to which I need draw your attention or 
occupy any time about. 

The point of interest to me is the question : How far the protection of 
the public is in fact secured by legislation with regard to these statutory 
companies ; and in that connection it is perhaps a little useful to consider 
exactly what the procedure is. 

A company desiring to obtain statutory powers promotes a Bill. The 
Bill is drawn ; it sets out the powers that the company desires to exercise, 
the charges that they propose they should be authorised to make, the 
dividends that they should be authorised to pay, the amount of capital 
they should be authorised to raise, and the general provisions for regu- 
lating business. That Bill, after being advertised so that any public 
interests may petition against it, is submitted to various Government 
departments to report upon it, particularly in connection with any 
precedents there may be— because Parliament is always jealous of new 
precedents being made — and then the Bill, after Second Reading in the 
House, comes before a Select Committee for consideration. The promoters 
appear by counsel and witnesses and make their case for the Bill. The 
opponents are entitled also to appear by counsel and witnesses in oppo- 
sition. 

Now, let us assume that the Bill is (say) a Bill for constituting a statu- 
tory gas undertaking, and say that the proposal is that it shall be a sliding- 
scale company ; or, whether it be a sliding-scale company or otherwise, 
let us assume, at any rate, that it is a gas company. Assume that under 
the old procedure prior to more recent years the practice was that a gas 
company had a maximum price that it might charge, and a maximum 
dividend that it might pay ; and, in view of those limitations, there was 
not any very great importance attaching to what the statutory maximum 
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price was ; it always allowed a margin beyond the price charged at the 
moment, and the limitation of the dividend was a protection ; but in 
connection with the settlement of that price accountancy evidence was 
necessary, and still more necessary if it be a sliding-scale company. Very 
often the company would put forward very good financial evidence, and 
the opponents were not sufficiently organised to set up an opposition to 
adequately criticise^r suggest modifications. 

Now, ladies and gentlemen, I am sure you will appreciate the fact that 
(say) the sliding-scale company, being a gas company, shows that the 
appropriate standard price which is to correspond to a standard dividend 
shall be X, and assume that they call in support of that proposal Mr. Cash 
as their financial witness. Parliament will attach great importance to 
Mr. Cash's evidence. Assuming that the opponents have not thought 
fit to call an accountant to deal with these matters, or, alternatively, 
have called an accountant with very little experience to set against Mr. 
Cash, the chances are that a higher price may be inserted as the standard 
price than perhaps circumstances would warrant. In fact in such a case 
as that I would suggest to you that you want not one accountant, but 
many accountants, to come and challenge Mr. Cash's evidence. The 
result, therefore, would be that the standard price and the standard 
dividend are inserted in the Bill, and the Bill duly becomes an Act of 
Parliament and proceeds upon its course. The company carry out their 
functions. Their dividend in the first instance, if the state of affairs I 
have suggested comes about, would probably be slightly in excess of the 
standard dividend, and they would proceed to a profitable career and 
increase of dividend. They could proceed up to their maximum dividend 
and then the directors are embarrassed by the question of what is to be 
done with the profits. They might like to distribute them among the 
consumers in the form of a reduction of price, and therefore they have to 
consider if they have adequate provision for reserves. The idea of 
companies is to get additional reserves. 

I must not proceed on the lines upon which I had hoped to proceed, 
because time is short ; but I want, at any rate, to proceed to one point 
which I regard as of some interest and importance in Mr. Cash's paper, 
and that is with regard to the consumers’ benefit. The old sliding scale 
under which the price was definitely related to the dividend, and under 
which a penny increase or reduction in the price of gas per thousand feet 
was followed by a reduction or increase of 5s. per cent, in the dividend 
on the 10 per cent, shares, was regarded as almost a heaven-sent thing, 
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and was obviously very satisfactory. That broke down in consequence 
of the War and the high increase in prices, and the result was that a 
temporary measure was passed (to which Mr. Cash has referred) under 
which a reduced dividend was paid — a minimum dividend. Now, after 
the War the companies hesitated to part with the advantage of the 
maximum, and I suggest it was in consequence of that that this new 
system of consumers' benefit was invented. Concurrently with its in- 
vention was the invention of the system of charging by therms. I 
wonder how many of you gentlemen here know what a therm is. A 
therm is 100,000 B.T.U. What is a B.T.U. ? A B.T.U. is the quantity 
of heat required to raise a pint of water one degree Fahrenheit. 

Consumers, finding their gas bills going up, finding they were charged 
(say) 8d. per therm instead of 3s. yd. per thousand feet, naturally attri- 
buted the increase to therms and they did not like therms very much. 
They were then told : '‘You are getting better value for your money." 
They said : “ We do not want better value." To which the company 
replied : “ But you have to have it and pay for it, but you are going to 
get a consumer's benefit." What is that consumers' benefit ? The 
company are entitled to a calculation : What would have been the 
revenue derived if they had charged only their standard price, and how 
does that compare with the revenue they have actually received ? The 
difference is the consumers' benefit, and the company may have one- 
sixth of that for their dividends. The consumer says : “I have not 
appreciated any advantage ; my charges in many cases have not varied. 
Where is my share ? " The company's reply is : “ You have had it." 
That really is rather like having a cake, cutting it into six parts for your- 
self and your five children, eating your own share, and trying to persuade 
your starving family that they have had theirs 1 It is an ingenious device, 
and it has come to stay, I suppose, but I think it is very unfortunate that 
we should not be able to devise adequate protection for the consumers, 
as well as justice to the shareholders, without something less elaborate ; 
and if any of our foreign friends can suggest equally effective protection 
without that complication, I think we shall be very grateful to them. 
(Applause.) 

Mr. D. M. Muir, F.S.A.A., F,I.M.T.A. : Mr. Chairman, my Lord 
President, ladies and gentlemen, in a rash moment the Secretary of 
the Institute with which I am associated suggested that I might speak 
on this subject. After hearing the other speakers — Mr. Keen and my 
friend Mr. Collins — I think there is very little left that I wish to say. 
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There is one point, however, which I should like to put to Mr. Cash 
in view of the extraordinary reputation to which Mr. Keen has referred. 
In Scotland, the country from which I come, water and gas undertakings 
are almost universally in the hands of the local authorities and not in 
the hands of private companies. With regard to electricity, they also 
are local authorities for the greater part ; they have control of the 
supplies, but in m^ny cases where the local authority obtained their 
Orders or have Private Bills under the Electric Lighting Act of 1899, 
many of the corporations lease these Acts to private companies. Now, 
under the provisions of these Acts the local authority has some right to 
have regard from time to time to the prices charged to consumers in order 
that the consumers may be protected against overcharging by the 
companies. I was wondering whether Mr. Cash could suggest to us the 
proper means by which the local authorities could exercise that control, 
because it is sometimes found that, whilst the electricity company are 
exercising their powers under the Electric Lighting Acts, they are at the 
same time carrying out provisions which they have for the supply of 
electricity for power purposes ; and my experience is that the accounts 
become so involved as between the costs of distribution of power and the 
distribution of lighting facilities that it is virtually impossible to arrive 
at what the proper cost of production and distribution of electricity for 
lighting purposes is. Perhaps Mr. Cash could give us some indication 
as to the proper method by which the accounts of these companies should 
be presented in order that that control which is vested in the local authority 
may be efficiently carried out. (Applause.) 

Councillor F. Wilson, J.P., F.C.R.A. (Great Britain) : Mr. Chair- 
man, my Lord, ladies and gentlemen, statutory undertakings, alterna- 
tively termed public utility undertakings, may be defined as those 
undertakings which provide, under statutory powers granting monopoly 
or other special privileges, services which are required and are indispens- 
able to all classes of the community. Obviously, this being so, the 
necessity for control at once arises, for three main reasons r [a) the nature 
of the service requires that the undertakings shall have special rights, 
e.g. to open up streets, or to purchase land compulsorily ; {h) heavy 
capital outlay makes the preventing of duplicate provision desirable, 
resulting in monopoly ; (c) a monopoly of services required by all classes 
of the community necessitates that there shall be some external control. 

Now, with regard to methods of control, the most usual in the case 
of privately-owned undertakings is the maximum dividend and maximum 
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price method. This protects the consumer from an unduly high charge, 
but is not sufficiently flexible, especially where the maximum price is 
fixed not far above the actual price, since an increase in costs, such as that 
which followed the War, limits profits to an extent which prohibits the 
payment of reasonable dividends. On the other hand, if this is fixed 
too high, it enables charges to be made higher than those which would 
obtain under free competition. The fact that th5 control is there no 
doubt obviates its use, as one might instance in the case of the 
police. 

Since the War, various alternatives have been adopted : — 

{a) The standard revenue system applied to railways, which, owing 
to depression in industry and commerce, they cannot reach. 

{h) The sliding-scale system, applied to gas companies and some 
electricity undertakings, where a certain rate of dividend is 
related to a certain price ; a reduction in price permits an 
increased dividend, and vice versa. This system is not ideal, 
since the unearned increment arising from a downward 
trend in prices enures to the advantage of the stockholder. On 
the other hand, a rise in costs reduces dividends to an unre- 
munerative level. 

(c) The basic price system, similar to the sliding scale, except that 
a rise in costs, following increased prices for the service, is 
not followed by a redaction in dividends, although a reduction 
in costs increases the amount available in remuneration of 
capital. 

Now, the ideal method of control would provide for a reasonable return 
on capital, and enable an increased dividend as the reward for efficient 
management, whilst retaining for the consumer the benefit of a general 
reduction in costs, and rewarding the employee for increased efficiency. 
This ideal has yet to be found. 

The accounts of public utility undertakings generally follow a standard 
form, either prescribed by the central authority or agreed by associations 
representing the class of undertaking. Comparison of all items in the 
accounts is rendered difficult by differences due to local circumstances, 
but comparison is possible in the details, and the reason for the differences 
brought to light. 

Costing is essential to enable tariffs to be fixed, but has no direct or 
final bearing on the question of control of prices. Costings in a tramway 
undertaking will show which routes pay and which are run at a loss 
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although the public interest may require the route to be maintained, 
whether profitable or not. Costing divides the cost of producing electri- 
city between fixed charges and running charges, and thus enables suitable 
tarifis to be devised. The cost of a unit consists of a proportion of the 
fixed charges plus a proportion of the running charges ; but, since the 
fixed charge must be borne in any case, it may be profitable to sell current 
at a figure only slig^itly higher than the running cost, since any contribu- 
tion at all towards standing charges increases the net profits. 

Finally, I wish Mr, Cash had been able to provide us with some more 
expeditious and less costly methods of settling differences and disputes 
between local authorities and privately-owned undertakings. I am fully 
aware there are many interests involved and to be protected, but, failing 
local settlements, we proceed to the Board of Trade or the immediate 
and appropriate department concerned ; then, maybe, to a Select Com- 
mittee of the House of Lords, and even on to Parliament itself ; and before 
a settlement is finally arrived at, many weary months have elapsed and 
ofttimes very great expense involved. Now, if Mr. Cash could devise 
some more satisfactory methods of dealing with this aspect, he would be 
rendering and making some definite contribution in the public interest. 
Of course, I am aware that this would not be a good thing for Parlia- 
mentary lawyers, as well as other professional experts, and, if I am per- 
mitted to say so, I am not sure that it would be a good thing even for 
Mr, Cash himself ; but these slow-motion settlements, involving so much 
time and public expense, might be accelerated with advantage to all 
parties concerned. (Applause.) 

Mr. D. W. Coates, C.B.E., M.A., LL.B., F.C.A. (Great Britain) : 
Mr. Chairman, my Lord President, ladies and gentlemen, as Mr. Cash 
said at the commencement, his paper covered a very wide field. That 
being so, he naturally touched only lightly on any individual concern. 
It has occurred to me, however, that some further reference to the 
Electricity (Supply) Act, 1926, which established the Central Electricity 
Board, may be of general interest, both because of the radical addition 
which it makes to the structure of the electricity supply industry and 
because, while adhering in principle to the restriction of prices and 
profits, the method of appl3dng the principle differs from that which 
Mr. Cash has described. 

The Act, with its schedules, apart from sundry orders and regulations 
made under it which require to be read with it, runs to fifty or more pages, 
and any summary in a few words must be rather rough and ready, but, 
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broadly speaking, the Board's appointed task is to supply wholesale all 
the electricity required by distributors for sale retail to consumers. For 
this purpose they have constructed the “ Grid " to interconnect the 
generating stations at which the electricity will be produced and the 
undertakings to which it is to be transmitted. Interconnection is only 
practicable given a uniform frequency, and the Act j)rovided, therefore, 
for the necessary standardisation to be effected. 

As Mr. Cash stated, the Board were given by the Act borrowing powers 
of 33^ million pounds. This amount was increased by special order in 
1930 to 50 million pounds, of which roughly 19 million pounds was 
provided for the cost of standardising frequency. 

The Board raise their money by the public issue of fixed interest- 
bearing stock. In so far as the money is borrowed for the purpose of 
standardisation of frequency, the interest upon it, and sinking fund 
contributions for its repayments, are recoverable by the Board from the 
Electricity Commissioners, who in turn reimburse themselves by means 
of a levy on the whole electricity supply industry. For the service of 
the other capital the Board are dependent on their trading operations. 

It is not contemplated that the Board will acquire generating stations, 
but that certain stations, chosen for their efficiency and with due regard 
to their geographical situation, shall become what are called selected 
stations, and that, from a date fixed by the Board, each of those stations 
shall be operated under the Board's directions. After that date the 
Board take the whole output of the station, paying for it, unless other- 
wise agreed, at the cost of production. 

The Board's costs will thus be the purchase price of the electricity they 
buy and the cost of managing, operating and maintaining the grid system, 
including interest and amortisation. 

From the date when the Board give notice that they are ready to supply 
in any area, any authorised undertaker in that area is entitled to demand 
a bulk supply, and the Board must give it directly or indirectly. The 
price ordinarily payable for a direct supply is a price in accordance with 
a tariff fixed by the Board, except that owners of “ selected " stations are 
entitled to buy back electricity which they have generated at the cost 
of production adjusted to the circumstances of their supply, together 
with an appropriate proportion of the Board's expenses. If they require 
electricity which is not available from their own station, they purchase 
it at the tariff ; but they have the overriding protection that they cannot 
be called upon to pay more for the whole supply than it would have cost 
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them to produce it at their own station under conditions of independent 
operation. 

If the Board give a supply indirectly, through another undertaker, 
instead of directly from the grid, the undertaker giving the supply is 
required by the Act to charge for it on the same terms as are charged to 
him by the Board plus the cost of transmitting it to the other undertaker, 
the transmission cost being ascertainable in a manner provided by the 
Act. 

To enable the Board to keep their charges low from the beginning, they 
are given, subject to consent, the not uncommon power to postpone 
provision for amortisation. They are also given — again subject to 
consent — the less common power of charging interest to capital for a time. 

But the most important and most novel provision affecting the Board's 
prices and profits is that their tariff shall be fixed so that, not year by year 
but over a term of years to be approved by the Electricity Commissioners, 
the receipts on income account shall be sufficient to cover the expenditure 
on income account with such margin as the Electricity Commissioners 
may allow. The Board have fixed their tariff for two areas, and in those 
areas the period adopted within which the revenue account is calculated 
to balance is ten years. By adopting such a long period the Board are 
enabled to fix the tariff low enough to facilitate the expansion of the use 
of electricity for industrial and domestic purposes, and, as a further 
means to the same end, the tariffs contain a promotional element, the 
price payable being progressively reduced as a bulk supply to an under- 
taker increases, the undertaker’s supplies in 1932 being taken as a datum 
line. 

It follows, of course, that in the early years of a tariff period the revenue 
will be insufficient to meet the outgoings, and that the accounts can be 
seen in proper light not year by year but only over the tariff decade. 
This method of budgeting and accounting must take a little time to 
assimilate, but there is hardly room for doubt that, concurrently with 
the advantage of reducing the wholesale price of electricity, it will prove 
more conducive than a seemingly more conservative policy to the Board’s 
financial success. 

As Mr. Cash has said, the maximum prices chargeable for electricity 
are seldom charged. It is, I think, the almost universal experience that 
each reduction in prices is promptly followed not only by expansion of 
business but by actually increased profits, and I believe it is recognised 
throughout the industry not only that the lowest possible prices mean 
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the maximum performance of duty -for a public utility undertaking, but 
also that they represent the best business policy. (Applause.) 

Mr. W. Appleton, F.R.A.N.Z. (New Zealand) : Mr. Chairman, my 
Lord President, ladies and gentlemen, I am particularly glad to have 
had the opportunity of being present to listen to Mr. Cash. We in New 
Zealand follow very largely on the lines of the Old Country with regard 
to our statutory undertakings, and they are for thtf most part run by 
local bodies. We have not so much private enterprise ; New Zealand 
is more of a socialistic country. Government departments run a good 
deal of the electricity undertakings, while the various local govern- 
ment bodies run such undertakings as electric lighting and tramways. 
We have private enterprise in the way of gas companies. Generally 
speaking, we follow on much the same lines — that is, a fixed dividend 
maximum of 8 per cent, in the case of gas undertakings, and also the 
charges are regulated ; but there is one interesting feature in Mr. Cash's 
paper that we have not adopted, and in which I was very interested, 
and that is the sliding scale in regard to fixing the lower prices and 
thus being able to give a higher dividend. That is a principle which I 
think we might adopt with advantage. 

With regard to trading, there is a good deal of trouble in our country 
by reason of the fact that the gas companies, the private undertakings, 
have to pay income-tax, whereas a member of the Government or semi- 
Govemment institutions, such as lighting bodies, are not charged income- 
tax ; and the result is that the electric lighting undertakings are free of 
income-tax, whereas the gas companies have to pay it. That has been 
a bone of contention. 

Another feature has been the fact that a large number of these local 
government undertakings go in for trading in electrical apparatus. That 
also has given us some trouble. 

In New Zealand, too, in some of the local bodies, we go a little bit 
further than perhaps you do in England. For instance, in Wellington, 
where I come from, the local body controls the municipal milk supply ; 
and there again, we have, of course, statutory charges, and prices are 
fixed by arrangement with the farmers and the whole thing is done by 
a Board. 

There is one point which occurs to me as the result of the discussion 
this morning, and that is that when it comes to framing these Bills or 
getting authority it would be a good idea for the Government, in order 
to protect the public — and, after all, that is the main feature outside 
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assuring capital of a fair return — that it should be provided that the 
auditor is paid by the Government authority. I think that if we did 
that it would be a protection for the public. 

I thank you very much for this opportunity of speaking, and I am very 
glad to be with you. (Applause.) 

Mr. F. J. Alban, C.B.E., F.S.A.A. (Great Britain) : Mr. Chairman, 
my Lord President^ ladies and gentlemen, may I be permitted to add 
my tribute of praise to Mr. William Cash — a Past President of the 
Institute of Chartered Accountants — for the valuable paper submitted 
by him to this International Congress. 

Each of the undertakings referred to is in fact the subject of many 
detailed specialist volumes, nevertheless, despite the severe pressure 
which he has been compelled to exercise owing to limits of space and 
time, Mr. Cash has been able to present an admirable picture of the 
methods of control of charges and profits of statutory undertakings which 
are in vogue in this country. The subject is one which Mr. Cash has 
made peculiarly his own ; in it he is acknowledged by the accountancy 
profession in this country to be an expert, as chairman and director of 
some of our leading water and gas companies, financial adviser, account- 
ant, and witness. 

Mr. Cash's paper has necessarily dealt mainly with undertakings under 
private ownership ; he has indicated the conditions which Parliament 
has from time to time laid down to ensure that public utility undertakings 
carried on under private ownership comply with such restrictions as 
regards management and finance as the public interest dictates in return 
for the monopoly conferred upon them. Of late years there has been 
a vast extension of public ownership, or public control, of public utility 
services, and this under successive and varying Governments — ^whether 
Liberal, Labour, Conservative, or National. I refrain from adding to 
the list or prophesying. Although public control is often loosely called 
State socialism, there is, of course, a vast difference between the two. 

A perusal of Mr. Cash's paper reveals that public control in this country 
has taken a variety of forms, from simple control to actual ownership, 
including (i) control without ownership : {a) Control and limitation of 
charges, profits, dividends, <&c., while leaving ownership in the hands of 
public companies and the like. (2) Control with a view to eventual 
ownership: {h) Control and limitation of charges, profits, &c., while 
leaving ownership in the hands of public companies and the like for a 
period of years, while at the same time, by means of an accumulating 
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sinking fund provided out of the profits of the undertaking, the monopoly 
ultimately buys itself out in favour of public ownership (e.g. London 
electricity). (3) Immediate ownership: (c;) Actual ownership by local 
authorities of undertakings operating within their own areas ; {i) Actual 
ownership by local authorities who supply areas outside their own 
boundary (e.g. the Manchester water undertaking) ; {e) Actual owner- 
ship by Joint Boards representing a number of 15 cal authorities (e.g. 
the Metropolitan Water Board) ; (/) Actual ownership by Joint Boards 
representing a variety of interests, both local authority and commercial 
(e.g. the new London Passenger Transport Board). 

In connection with public ownership, our colleagues from other 
countries may not realise that in this country we have, in the building 
up of public utility undertakings under public ownership, to a great 
extent been the slaves of what I may call parochial boundaries. Because, 
for example, the urban district council of Z. is the sanitary authority 
for a particular area, its limited and peculiarly arranged boundaries have, 
in general, been deemed to be the precise boundaries within which should 
be exercised the functions of water, gas and electricity supply, and the 
running of tramways. 

Adherence to this fetish of the parochial boundary has led to consider- 
able waste and duplication which is only gradually being put right in 
the realms of electricity and transport and to a smaller extent as regards 
water supply. There is probably agreement that, as regards the pro- 
vision of water supply, this may, in general, best be done by local 
authorities or joint boards of local authorities ; but as regards other 
public utility undertakings there is room for considerable divergence of 
opinion. 

During the last Parliamentary Session or two, two cases of tramways 
have come within my personal experience. In one case the local authority 
was authorised itself to construct and run tramways. Those tramways 
have become obsolete and are now superseded by electric trolley and 
petrol omnibuses. While the tramways have gone, the debt remains, 
and the local authority for some years to come will continue to pay 
some £5,000 a year out of the rates in respect of interest and sinking 
fund on a tramway undertaking which is but a memory. No longer is 
there the jar of the car, but the more subtle jar on the public purse 
remains. 

In the adjoining area. Parliament in its wisdom decided that the 
construction and running of the tramway undertaking should be en- 
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trusted to a company who would eventually buy themselves out by 
means of an annual rent accumulating as a sinking fund. That under- 
taking, having become obsolete, is also now being abandoned in favour 
of omnibuses. The company itself, and not the ratepayer, is suffering 
the loss of over £300,000 capital involved, apart from the absence of 
dividends or interest for many years past. 

Of late years there^nas been a considerable development of the principle 
of establishing joint boards to exercise public utility functions over 
fairly wide areas. As regards water, apart from the Metropolitan Water 
Board, we have in the counties of Glamorgan and Monmouthshire five 
fairly large joint water boards. In connection with the Taf Fechan 
Water Supply Board, which includes as constituents twelve local authori- 
ties and another local authority as a purchaser in bulk, embracing a 
population of half a million, reference may be made to the exceptional 
provision to avoid unnecessary capital expenditure, namely. Section 28 
of the Taf Fechan Water .Supply Act of 1921 : '‘No constituent authority 
shall at any time without the consent of the Board or if such consent 
be withheld without the consent after inquiry of the Minister of Health 
obtain or seek to obtain any new source for the supply of water or develop 
any existing source so as to obtain a larger supply of water than the 
supply properly available therefrom at the appointed day by means of 
the then existing works of the constituent authority."' 

The Manchester Corporation Water Undertaking is a notable example 
of a local authority maintaining a water undertaking which supplies 
outside areas of very considerable extent. The old theory that local 
authorities adjoining a pipe line could have a “ drink " therefrom at 
preferential rates just where and when it pleased them, received a severe 
setback in the Manchester Act of 1919, which contained a clause 
requiring due notice before construction of intended reservations and 
payment to be made of a proper share of the actual cost according to 
the reservations ; actual cost comprising not only the cost of maintenance 
and management, rates and taxes, but also interest on capital (including 
capitalised interest) at an agreed rate. 

It may be observed (i) that the unfairness of a local authority refraining 
from making a reservation in the early stage of a water undertaking 
when the costs are heavy, but instead coming in at a later stage when 
the costs have become lower, is avoided ; (ii) that a local authority pays 
from the time it makes its reservation notice, and not merely from the 
time it takes water ; (iii) that while there is no contribution towards 
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sinking fund or repayment of debt, interest is payable in perpetuity. 

In connection with charges for supplies by public utility undertakings, 
there is still room for uniformity. Water supply provides many anoma- 
lies. A lack of uniformity prevails throughout the whole system of 
charging domestic consumers : e.g. (i) Basis — this appears to be a 
choice between : {a) annual cost ; (&) gross estinmted rental ; (c) rack 
rent ; {d) rateable value, &c. (ii) The rate charged — (a) a fixed per- 
centage throughout, e.g. Metropolitan Water Board, &c. ; {b) a per- 
centage rate, diminishing as the rateable value increases (with or without 
marginal relief between the “ rests ; {c) an arbitrary scale ; {d) in 
each of the above cases, with or without a minimum. The practice with 
regard to additional charges for baths, extra w.c.^s, &c., also varies 
greatly. The relationship between the scales of charges for trade and 
domestic consumers is often of an arbitrary character. 

In the case of electricity, Mr. Cash shows on page 210, with regard to 
certain London electricity under takings, that from 1925 onwards the com- 
panies are setting aside sinking funds for the redemption of capital, 
calculated so that in 1971 the whole of the undertaking wiJl pass to the 
London and Home Counties Joint Electricity Authority, the same 
authority having to pay for stocks, stores, and debts taken over, and a 
further sum for assets acquired during the latter part of the term not 
fully provided for by the sinking fund. In this way the company would 
be repaid the whole of their capital then outstanding, and the under- 
taking passes into public ownership. The company are practically 
trustees for the ultimate owner, and a high technique of accounting is 
required. If, meanwhile, electricity in its present form does not 
become obsolete, and this scheme duly works out, we shall be afforded 
a classic example of the dog (to wit, the electricity consumer) eating 
itself ! 

Incidentally, I imagine that this principle might be extended to other 
public utility undertakings. 

One may note in passing the provisions of the 1926 Electricity Act 
whereby profits must be used in relief of charges and not in reduction 
of rates except to the extent of i-| per cent, of the capital, that being 
regarded some years ago as the measure of difference between local 
authority and company credit. The margin is now much narrower. 

In connection with the London Passenger Transport Act, the operation 
of which commenced a fortnight ago, Mr. Cash has shown that this large- 
scale amalgamation materially differs from other public boards. While 
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analogous to the Metropolitan Water Board and the Port of London 
Authority, the London Passenger Transport Act unifies under one control 
not only local authority but also statutory and private undertakings. 

One great objection urged to public ownership by local authorities is 
that members elected by the popular vote are not necessarily gifted with 
the business knowledge requisite to manage commercial undertakings. 
In this connection, while far from deprecating the excellent work which 
members of local authorities undertake, I venture to quote from a book 
recently issued by Sir Ernest Simon, a former M.P. for a Manchester area, 
entitled Practical working of City Government in England.'' 

Leadership, in any administrative job, is the essence of success. 
It is surprising that the failure to provide it in English local govern- 
ment has not had more disastrous results. Consider what would be 
said if a similar organisation were applied to a great business concern. 
Suppose, for instance, at the next general meeting of, say, Unilever, 
some shareholder were to get up and say that he had studied the 
work of English municipalities, he thought it was very efficient and 
he would like to see a similar constitution adopted by Unilever. He 
therefore moved the following resolutions : — 

(1) That one hundred directors should be appointed by a general 
meeting of shareholders ; their principal qualification should be 
their ability to address the shareholders in persuasive tones. 
They should be unpaid and should only devote a portion of 
their time to the work. 

(2) That the chairman should not hold office for more than one year 
at a time, and should devote the greater part of his time to 
ceremonial work. 

(3) That there should be no general manager, as the appointment 
of one man in general charge might be disliked by some of the 
heads of departments. 

Such a shareholder would be set down as a lunatic, and he would 
be told that any concern run under a constitution of that sort 
would inevitably be bankrupt in a very short time. And yet his 
resolutions represent in fact the constitution under which the 
government of all our large cities is carried on." 

It is interesting to observe, therefore, the special efforts that have been 
made in the case of the London Passenger Transport Act to combine 
with public ownership efficient business management. The members 
of the Board are to be selected by appointing trustees out of persons 
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qualified by past experience of finance and organisation and general 
business capacity to manage the undertaking. It is hoped by this means 
that the qualities of initiative and enterprise which are essential in any 
self-supporting undertaking shall not be lost under the new regime. 

We are not concerned at this conference with the political aspect of 
control of charges and profits of statutory undertakings, but I aver that 
it is becoming increasingly apparent year by year that finance is the 
effective instrument by which real control may be exercised. By this 
I am not suggesting that the accountant is the handmaiden of Socialism, 
but that he is an indispensable factor in the process of evolution from 
individualism to rationalism cannot, I think, be seriously contested. 

I am -not concerned in this connection to put forward any claim for the 
antiquity of the accountancy profession. In this regard we must modestly 
give way to others. We understand that the world started from chaos, 
and nobody disputes that chaos is and always has been the undisputed 
province of the politician. But, looking to the future, in the carrying out 
of public control the accountant has taken and must continue increasingly 
to take an important part ; moreover, one may derive a certain amount 
of consolation from the fact that winding-up provides him with a job 
long after other participators have perforce disappeared from the scene. 
(Applause.) 

Mr. H. E. Boaden, F.L.A.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, I also should like to join in the 
appreciation with regard to the most excellent paper by Mr. Cash. 

Mr. Cash, in dealing with water undertakings in his paper, has stated 
that water companies have in many instances been transferred by purchase 
to local authorities. I should like to supplement his remarks in this 
connection. 

In cases where such transfers have taken place, the results obtained 
under public and private ownership respectively are often compared, but 
when drawing these comparisons there is one point which is almost 
invariably overlooked by the average ratepayer. I refer to the fact that 
municipally-owned water undertakings are compelled by statute to 
provide for the repayment of the purchase price within a stated period. 

Mr. Cash has referred to the fact that the Metropolitan Water Board 
Act of 1902 granted an exceptionally long loan period of one hundred 
years ; but in contrast to this a recent Act providing for the transfer of 
a water undertaking to a municipality stipulated that the purchase price 
must be repaid within forty-five years from the date of transfer. It cannot 
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be denied that this provision for capital redemption is a charge against 
the revenue of a publicly-owned undertaking from which companies are 
entirely free. Whether it is desirable that the purchase price should be 
repaid within such a comparatively short period is a debatable point. 

The undertaking to which I have referred will be paid for by the present 
generation and the generation next following, and, in my opinion, it is 
not equitable that the cost of a permanent asset, such as a water under- 
taking, should be borne by two generations only. 

Mr, Cash, in summing up his paper, states that two main facts emerge , 
one of which has reference to the protection of the interests of the investor 
in the various enterprises by giving him a reasonable return on the capital 
invested. It is, of course, necessary to protect the investor's interests to 
the fullest possible extent in order to attract capital on the most ad- 
vantageous terms, but it is undoubtedly the case that the security offered 
to the investor upon transfer to a municipality from a privately-owned 
company is sometimes considerably increased, and, in my opinion, 
excessively. It might be interesting to compare the yield on the capital 
invested in the case I have already cited both before and after purchase 
by the municipality. The average annual yield on £ioo invested in the 
water company's various stocks was £s 15s. 8 |d., or 5.78 per cent. The 
stock issued by the municipality in exchange for this £100 produces 
£5 i8s. 3^d,, or 5.91 per cent, per annum, and in addition to the increased 
yield the stock and dividends thereon are secured on the whole of the 
revenues of the corporation, whether derived from the water undertaking 
or not. 

Other instances of this inequality between public and private owner- 
ship may be found in tramways, gas, and electricity undertakings and 
the like. In fact, in these cases the inequalities have more serious effects 
than in the case of waterworks. As Mr. Cash has pointed out, the motor 
omnibus is a dangerous competitor of the electric tram, while gas, elec- 
tricity and oil fight for the same markets. This acute competition often 
exists between public undertakings on the one hand and private enterprise 
on the other, and where such is the case the former is at a disadvantage 
because, as I have previously mentioned, of the provision for capital 
repayment. In normal times this charge on public undertakings would 
be unfair, and in the light of conditions prevalent in the world to-day it is 
doubly so. As a step towards lightening the burdens of municipalities, I 
consider that the provisions for capital repa3nnent should be revised 
and that the periods of all such loans should be extended, thereby reliev- 



STATUTORY UNDERTAKINGS 


251 


ing the pressure of expenditure on public bodies and contributing in some 
measure to economic recovery. (Applause.) 

Mr. Thomas Haworth, F.S.A.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, the subject of this paper is 
become increasingly important, and whatever one may think of the 
merits of the different forms of ownership and direction, it seems that 
some extension in the statutory control of charges and profits must be 
expected in the future. Moreover, it may not be easy to distinguish the 
relative and rightful spheres of operation as between private enterprise 
without any such control and public ownership involving control. 

The author of this paper, as befits his distinguished record and his 
expert knowledge, has surveyed the ground very thoroughly, and it is 
quite impossible for me to offer more than a few general remarks, with 
perhaps some more particular reference to the position of public boards. 

As the Chief Accountant of the Port of London Authority, which is 
aften referred to as an example of the public board type, I am, of course, 
well acquainted with a measure of statutory control, not only in regard 
to charges, but in many other matters affecting our finances and operations. 

The Board of the Port Authority, as you have been told, consists of 
28 members and a chairman, of whom 18 are elected by the payers of 
dues and charges. Going back over the last nine years or so since I took 
up my duties, I can recollect very few cases indeed where the Minister 
of Transport, as the responsible Minister of the Crown in control of our 
charges, has been requested to intervene by traders on their behalf. If I 
may say so, while there is certainly no case in which he has had to hold 
anything in the nature of an inquiry or make a decision, I would put that 
comparative immunity down to the fact that the board is very largely 
elected by the traders themselves. 

Whether a large board such as ours is better than a small board, like 
the newly constituted London Passenger Transport Board, may be open 
to argument, but unless there are difficulties in the way of obtaining a 
plebiscite of the interested parties I feel that an elected board in itself 
constitutes a safety factor both for the investors and for the user and 
consumer. I do suggest, therefore, that in the case of an elected board as 
distinct from an appointed board there is good reason for suggesting some 
relaxation from a fairly rigorous statutory control in regard to charges. 

The control of profits in our own case is practically non-existent as a 
direct measure, since our revenue balance is to be applied for the benefit 
of the port as the board directs. There is, of course, an indirect control 
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of profits, or, at any rate, of dividends, by reason of the restriction upon 
the issue of port stock, though, since the state of the financial market also 
controls the rate of interest on our port stock and its issue price, it seems 
that the statutory control is, except in regard to total borrowing powers, 
almost superfluous. 

When the Port Authority was established in 1909 it was given powers 
for raising additional revenue by levying a charge on goods imported and 
exported. These charges, which are known as port rates on goods, were, 
so far as London was concerned, of an experimental character, and no 
doubt it was felt that they should be rigidly controlled and curtailed. 
To that end the Port of London Act, 1908, contained elaborate provisions 
to protect the various interests. Firstly, a schedule of maximum rates ; 
secondly, provision that the rates on export goods should not be more 
than one-half the rate on imported goods, and, further, that the rates 
on coastwise goods should not be more than one-half the rates on foreign 
goods (there were a few exceptions, such as the case of coal and fuel, but 
they are of no consequence to the point at issue) ; thirdly, a provision 
that the total amount collected should not exceed i/i,oooth part of th 
value of the foreign import and export cargoes entering and leaving the 
Port of London ; fourthly, an instruction that the port rates collected on 
goods discharged within dock premises should be kept separately from 
the port rates collected on goods discharged outside dock premises, and a 
provision that if the amount collected on goods discharged outside dock 
premises exceeded 1/3, 000th part of the sum total value of foreign import 
and export cargoes for each of two successive years, the Port of London 
had to take steps to rectify the excess. 

I think it is now generally agreed that this formidable (I might almost 
say, tortuous) method of control was very much more than the situation 
required, particularly as the provisions have now been amended to cover 
nothing more than a schedule of maximum rates and charges. 

It seems to me, considering the matter in all its aspects, the question 
and degree of statutory control must depend upon the measure of control 
already in the hands of the users and consumers, and that for this purpose, 
at any rate, an elected Board should ensure a greater measure of freedom 
from legislative restriction. (Applause.) 

Mr. W. H. Bobdington, F.C.W.A., A.I.M.T.A. (Great Britain) : 
Mr. Chairman, my Lord President, ladies and gentlemen, may I refer 
very briefly to that section of the paper dealing with tramways ? These 
important statutory undertakings are rather summarily dismissed in 
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about twenty lines of print. One realises, of course, the difficulty of 
dealing, even at moderate length, with sections of such a paper as this. 
My few remarks will be supplementary rather than discursive. 

For interesting historical facts relating to the operation of tramways in 
this country you are recommended to refer to a paper delivered at the 
1932 Conference of the Institute of Cost and Works ^Accountants at York 
in October of that year, in which Mr. Gledhill, F.C.W.A., states that the 
first electric tramway (conduit system) in Great Britain was opened for 
the public service at Blackpool in 1885. In 1891, at Leeds, was introduced 
the first electric tramway with the overhead trolley. 

The importance of tramways in this country is illustrated by the fact 
that the gross receipts earned by local authorities alone exceed 20 millions 
sterling per annum, and this sum is exclusive of receipts from the closely 
related trackless trolley vehicles and petrol omnibuses. 

Any surplus or deficit on the tramways of a local authority in England 
or Wales may be transferred to the rate fund. Inevitably, this principle 
has a bearing on the question of charges and profits. In practice, reserve 
and renewal accounts are constituted out of which is met the cost of 
laying new feeder cables, reconstruction of cars, and new equipment, 
and so on. 

A standard form of Abstract of Tramway Accounts for publication by 
local authorities was embraced in the Report of the Departmental 
Committee on Accounts of Local Authorities, issued in 1907. 

I trust that these disjointed remarks supplementing the matter in Mr. 
Cash's excellent paper may be of some interest. (Applause.) 

The Chairman : I think that time has been against most of the 
speakers in completing the remarks which they have committed to paper. 
Will those gentlemen kindly hand their notes to the official reporter, and 
they will be included in the record of the proceedings. 

I will now call upon Mr. Cash to reply to the discussion. 

Mr. William Cash, replying to the discussion, said : Mr. Chairman, 
my Lord President, ladies and gentlemen, as far as I can see from the 
clock at this distance, I have about one minute in which to reply to 
about eleven speakers, so that I will be as brief as I can in order to make 
way for the next paper, and so that our proceedings may not be extended. 

First, with regard to Mr. Collins and also with regard to several of the 
other speakers, I think they have been too kind to me, but I appreciate 
very much the remarks which they have been good enough to make 
about me and about my paper. * 
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With regard to Mr. Collins' observations, he uses the word monopoly" 
frequently. Of course, these undertakings are in the nature of a monopoly ; 
but, as he himself says in the course of his remarks, competition has a 
very important effect on the granting of monopolies of this character. 
In all undertakings except water it is right to say, so far as defined areas 
are allotted to ther^, that they have a monopoly. Then he said something 
about the feeling between consumers and proprietors, and there I agree 
with him, that I think present-day feeling between consumers and pro- 
prietors of undertakings is very much better than it was at one time, when 
it was the sort of acknowledged thing to pitch into or to attack the 
wicked undertaker who was carrying on these particular businesses. 

Then it was interesting to learn from Holland the system employed 
there with regard to their railways, particularly so far as the system of 
Government guarantee was operative ; and we were interested also to 
hear about the hfe insurance companies. Of course you know that here 
life insurance companies work under special Acts, and there are special 
provisions for the protection of the insured. 

Mr. Keen spoke on various matters. He drew a rather terrible picture 
of my appearing before a Select Committee of the House of Commons and 
having it all my own way. Of course, that is not so at all because I always 
find on the other side of the table either Mr. Keen or Mr. Collins. (Laughter.) 
Then, apparently, Mr. Keen is not satisfied and does not like this new 
method of '' consumers’ benefit,” which has been deliberately chosen to 
meet certain factors which there is not time now to go into, but I would 
rather join issue with him on that. I do suggest there is protection for 
the consumer even where that system is put into use. 

Then Mr. Muir referred to the difficulty of ascertaining the relative 
costs of production between power and electricity generated for lighting 
purposes. Of course, there is a statutory form of accounts for electricity, 
and the allocation of the particular costs as far as generation are concerned 
can be ascertained. I quite agree that it may be difficult to apportion 
them in regard to the particular purpose for which the electricity is used. 
I do not know that I can suggest any remedy for that difficulty. 

Then Mr. Wilson spoke about the sliding scale, and acknowledged that 
the sliding scale is intended to share the benefit which may be derived 
from altered circumstances with the consumer ; but I think he rather did 
not lay quite enough emphasis on the fact that it is also intended to be a 
reward for efficient service, and in that respect, and particularly when the 
employees are brought in to share, I think the thing is very nearly ideal. 
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Then he spoke about the expense of proceedings. A great deal has been 
done in recent years to give the Board of Trade power — at all events, in 
respect of certain matters — to proceed by order rather than by Act of 
Parliament ; and that is intended to reduce costs. 

Mr. Coates made some very interesting observations on the Electricity Act 
of 1926. Of course, it is early days yet to say what the effect of that will be. 
The provisions in the Act are very elaborate with regard to the system of 
selected stations, and also spreading the expense of standardisation and 
frequency over the industry as a whole. It remains to be seen how it is 
going to work. He acknowledges, as regards the ordinary maximum 
prices of electricity undertakings, that they are largely ineffective. 

We were interested to hear from New Zealand about the peculiar position 
with regard to income-tax as between the electrical undertakings carried 
on by the Government and the gas undertakings carried on by private 
authorities. 

Mr. Alban speaks with experience, and he quoted one very interesting 
case with regard to water, where very considerable discussions took place 
on the Manchester Bill. That was a case where water was drawn from a 
long distance. Then he referred to the lack of uniformity in the method 
of charges. That is quite true, but I think we are gradually tending to the 
domestic charge being based on the rateable value of the house rather 
than on the gross annual value or the rack rent. The first charge autho- 
rised in London was based on the number of chimneys in the house, 
which sounds rather a curious way of charging for water, but it was a 
rough way of ascertaining the relative size of the house. 

Mr. Boaden referred to the charge for sinking fund which is a burden 
on municipal undertakings. Of course, in respect of some classes of 
businesses it is considered that that may take the place of what would 
be a charge for depreciation or renewals — perhaps more emphatically 
renewals in the case of a gas undertaking. He instanced the cost of a 
purchase where apparently the company made a very good bargain when 
it was transferred. I do not recognise the case personally, but I have no 
doubt his facts are right. 

I was very glad to have the opportunity of seeing here Mr. Haworth, of 
the Port of London Authority. There is one little factor there which you will 
find referred to on pages 213 and 214 of my paper, that there is apparently 
a deliberate attempt in fixing their charges to favour export business. 

Mr. Boddington referred to the important matter of trams. It is quite 
true that I dismissed trams with only a little portion of my paper, but 
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that was not done for any particular reason, but merely to try and keep 
the paper within reasonable bounds. 

I thank all the speakers once more, and you, ladies and gentlemen, for the 
kind way in which you have been good enough to listen to me. (Applause.) 

\The following notes were also handed in, hut through lack of Ume the 
speech could not he delivered,^ 

Mr. W. A. Pearman, F.S.A.A. (Great Britain) : I should like to 
congratulate the author on the manner in which he has brought out 
all the salient points in respect of legislative action as applied to statutory 
undertakings. 

I think most people will agree, especially those who are intimately 
concerned with working these undertakings in this country, that we 
have had a surfeit of Acts and Orders under which the undertakings have 
to be operated. Act follows Act in regular sequence, and, before one has 
assimilated one. another is on the Statute Book. If we could have a little 
respite from legislative interference to let us get on with our work, it 
would be of benefit to the whole country. 

It would be very interesting to leam from our friends who are here 
from overseas whether in their respective countries they have any 
supervisory bodies such as we have in the Electricity Commissioners, or 
such a co-ordinating body for the generation of electricity as the Central 
Electricity Board. Also whether they could tell us how the local rates 
are assessed on the public utility undertakings in their countries, because 
I find that there are great anomalies in the manner in which these assess- 
ments are made in this country, notably as between undertakings that 
are owned by companies and by municipalities. The profits realised do 
not always form the basis of assessment. 

Would the author of the paper agree that substantial economies would 
accrue to the public if undertakings of a kindred nature were amalgamated 
into large groups, so as to enable the most use to be made of the plant at 
their disposal for the common benefit ? 

Also the author draws attention in some detail to what has been done 
in this Metropolis for gas and electricity, &c. Is he of the opinion that 
similar provisions might be applied with advantage to the country 
as a whole ? 

The Chairman : Before vacating the chair, I want on your behalf, 
ladies and gentlemen, to ofer our thanks to Mr. Cash for the time and 
energy he has put into the paper, and for attending here to answer to 
the discussion. (Loud applause.) 



WEDNESDAY, 19th JULY, 1933 

Morning Session 


Chairman : Mr, C. J, SHIELLS, C.A. [President of the Society of 
Accountants in Edinburgh), 

Honorary r Mons. C. JESPERSEN (Denmark). 

Chairmen l Herr Dr. W. VOSS (Germany). 

PAPERS 

I. '' Accounting as an Aid to Commerce ” 

Professor Wm. Annan, C.A., F.C.W.A. 

2. “ Mechanical Accounting ” 

Mr. Robert Ashworth, R.D., F.C.A., F.S.A.A. 





Mr. C. J. SHIELLS, G.A. 

President of 

The Society of Accountants in Edinburgh 


1. ACCOUNTING AS AN AID TO COMMERCE 


BY 

Professor Wm. Annan, C.A., F.C.W.A. 

The subject on which I have the honour to address you is Ac- 
counting as an Aid to Commerce/' To an audience of accountants 
it may seem futile to discuss such a subject. It may be said that 
accountants do not require to be reminded of the many ways in 
which they serve commerce in the course of their practice, and that 
the manner in which they have been complimented in the past is 
sufficient proof that their services are effective. It is not putting it 
too high to say that we accountants have been hailed as a heaven- 
sent profession, without which commercial undertakings and other 
institutions, not excluding the State itself, would have been very 
badly off. Indeed we have been told this so often that we should be 
excused if we accepted it without reserve and made no attempt to 
ascertain for ourselves if, as a popular belief, it is justified or not. 
We need not quarrel with those who thus eulogise us, but, lest we 
should be falling into the unpardonable crime of self-complacency, 
it is well that we should take ourselves to task at times and consider 
whether, in spite of the many useful functions we do perform, there 
are any ways in which we may be falling short. We should in fact 
consider careful^ if our service to Commerce might be improved 
and if so by what means that improvement can best be effected. 

Speaking broadly, we serve commerce, and by commerce I mean 
industrial activity of all kinds, in three ways : 

(1) through those of our members who adopt a commercial career, 

(2) through professional services as auditors, and 

(3) as advisers. 
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I. Commerce as a Career 

Training 

A youth who serves a term of articles or apprenticeship with a 
practising member of the profession and passes the prescribed 
examinations has an exceptional opportunity of qualifying for the 
higher commercia^posts. The experience gained in assisting in the 
practical work of the profession and the knowledge acquired in 
preparing for the professional examinations make a combination 
which those responsible for selecting recruits for the accounting 
work of commerce have not been slow to recognise. 

A professional accountant's office is evidently regarded as a 
singularly suitable place in which to receive a general training in 
business methods as well as in accountancy. There is some truth in 
the conception. The articled clerk or apprentice has a good oppor- 
tunity of acquiring business habits. He lives in the right atmosphere. 
He learns about many kinds of businesses, and not the least of his 
lessons is the criticism he hears of the chief actors in the concerns 
whose accounts are being audited or investigated from time to time. 
He is thus led to appreciate the pitfalls that beset the man of busi- 
ness on every hand; he can note the methods by which these 
troubles are avoided or overcome by the successful, and the lack of 
method which proves disastrous to others. His lessons are extended 
and enhanced in value if his experience includes the winding-up of 
bankrupt estates or the liquidation of limited liability companies. 

If he is fortunate enough to see and have explained to him the 
whole accounting and statistical organisation of one or two efficient 
modem businesses, he will observe what an important part the 
periodical statements submitted to the management play in con- 
trolling and guiding the destinies of the concern. If his duties have 
been limited to checking the accuracy of yearly balance sheets and 
profit and loss accounts, his knowledge of periodical statistics will 
be confined to what he has learned for his examinations. Compre- 
hensive as these examinations are in this country, and they are 
frequently being adjusted to bring them into line with the needs of 
the day, they do not yet sufficiently stress the importance of '' busi- 
ness statistics. It may be that the subject of business statistics 
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as a whole does not readily lend itself to written examination papers, 
and that an oral examination^ on certain parts is necessary, but no 
such difficulty arises in regard to cost accounting which in its wider 
interpretation is the most important phase of statistics. 

In this connection it will be interesting to note the effect of the 
recent adjustments on the examinations of th& English Institute 
and the Scots Societies of Accountants whereby more prominence is 
given to questions on cost accounting. It is a commendable move- 
ment which in time should have far-reaching effects. It must be 
remembered that tuition in a subject is largely guided by the ques- 
tions set in that subject at the examinations, and if the questions 
are limited, so will the tuition be. Moreover, an articled clerk or 
apprentice will take a greater interest and search for examples in 
practice, in a subject which is given a prominent place in the exami- 
nations. 

Theory and Practice 

Meantime those who are likely to go into commerce, should, 
while improving their theoretical knowledge of '' business statistics,'" 
take what opportunity they can of observing how the theories 
they learn are being applied in practice. How far such opportunity 
will be open to them will depend upon how far their masters are 
consulted by clients regarding the statistical part of their businesses, 
and that again will largely depend upon the attitude adopted by the 
masters towards their professional work to which I shall refer later. 

I emphasise this matter because it is now generally recognised 
that the executive of a large commercial or industrial concern must 
be provided with appropriate and reliable statistics. They are the 
chart and compass by which the course is marked and the ship 
steered, unlike the annual profit and loss account, which only tells 
the story of the year's adventures, and the balance sheet which 
shows the condition of the ship at the end of each voyage. 

The trained accountant who goes into business should be able to 
provide what data is necessary. As the right hand of the manager 
he should be prepared to submit to him the kind of statistics that 
will meet the peculiar needs of the business : 

Figures that will show the detailed expenses of the business. 
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Figures that will show the trend of the business. 

The results of particular parts of the enterprise. 

Proof that value is being obtained for what is being spent. 

The effects of advertising campaigns. 

The efficiency of travellers and agents. 

Comparisonp with previous periods of the percentage rise or 
fall in such vital matters as gross profit, factory overheads, 
selling and delivery expenses, turnover, &c. 
and particularly, in these days : 

Frequent surveys of the factory order sheet, and 

The effect on profits or losses of a restriction of output or an 
increase in production to meet lower selling prices. 

An accountant who is actively engaged in commerce should, 
moreover, in conjunction with the management determine and 
record the reasonable standards of performance in every process or 
operation in the undertaking and provide for the consistent com- 
parison of the actual with the standard performance. He should be 
ready to recommend and institute methodical investigation of any 
phase of the business which shows a decline in efficiency or failure 
to keep pace with any general trend towards improvement. 

It is impossible to particularise ail the kinds of statements that 
will be found serviceable ; anyone with accounting knowledge, 
average ability, plenty of commonsense and some imagination will, 
after acquiring an elementary knowledge of the trade concerned, 
readily discover what is best suited to the occasion. A flair for 
statistics is not necessary. Indeed a misguided devotion to statistics 
may be dangerous and may result in masses of unrelated and meaning- 
less data which lead to nowhere. 

The great advantage of the accounting control being in the hands 
of one skilled in statistics, as well as in bookkeeping and the pre- 
paration of accounts, is that he can arrange his system so as to 
provide the material for both the statistical statements and the 
financial accounts without overlapping, waste of time or unnecessary 
expense. The thorough grounding which he receives in the funda- 
mentals of bookkeeping, and their application in the different forms 
that come under his observation, will have taught him how to evolve 
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a system to meet the needs of any particular case. Slavishly to follow 
an imperfect existing system, rather than think out and introduce a 
better, is a sign of mental laziness or incapacity, and action following 
upon independent thinking is a habit that every young accountant 
should seek to develop to the best of his ability. 

It has been said that a group of figures may bd^seen with the eye 
but they are meaningless unless they pass through the brain. That 
is true, and should be kept in mind by the accountant who is called 
upon to devise and interpret statistical information for the executive 
of a business. By reporting concisely and intelligently on the favour- 
able and the unfavourable conditions disclosed by the figures, he 
will save the manager's time and allow him to devote his energies 
to the practical affairs of the business. 

Modern Recording Methods and Appliances 

Knowledge of the application of statistics to commerce is incom- 
plete without an acquaintance with modern recording methods. 
During the last quarter of a century a great change has come over 
office methods ; the pen has given place to the machine. The intro- 
duction of cards and loose-leaves in place of the bound volume gave 
the engineer his opportunity and he has replied with effect. In recent 
years he has put on the market machinery which borders on the 
miraculous. The magical powers of electricity have been harnessed 
to the typewriter and calculator, and the whole operations of record- 
ing sales or purchases, posting, adding and balancing, can be accom- 
plished by simply tapping the keys of a specialised typewriting 
machine. More wonderful still, by the use of punched cards and elec- 
tric machinery now specially adapted to meet the needs of com- 
merce, statistics can be compiled in the space of minutes which, by 
the old methods, would take hours and perhaps days to complete. 

The demand for more and yet more statistics, including compli- 
cated returns for State departments, has changed the whole style of 
the business office. Even the personnel has altered. The social 
effect, the removal of mental effort and the substitution of monotony 
through extreme division of labour are outside the scope of this 
paper. The effect on commerce, with which we are concerned, is that 
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office work can be executed more rapidly, up-to-date statistics and 
accounts can be produced in greater variety and, provided there is 
sufficient volume of work, at a great saving in cost. 

For the accountant who adopts commerce as a career, an intimate 
knowledge of those developments is essential, otherwise he is severely 
handicapped. By 5bserving them he will see new possibilities in the 
production of statistics and the speeding up of the costing records, 
which, as I have already mentioned, are of vital importance. The 
accountant who goes into business and keeps himself informed of 
the improvements that are occurring in the character of cost ac- 
counts in answer to the demands of the business world, will be 
enlarging his capacity to fill a post which is assuming increasing 
importance in modern business 

In the manufacture of its products each industry has its own 
recognised technique which has usually evolved slowly from expe- 
rience, modified in recent times by the findings of the scientist. It 
would obviously be placing an impossible burden on the accountant 
to demand that he be familiar with the technical details of each in- 
dustry with which he is concerned. Indeed his education and training 
may not have fitted him for the acquisition of such knowledge. 

Nevertheless the accountant in practice, and to a greater extent 
the accountant who has associated himself with a particular industry, 
should acquire a knowledge of modern methods of manufacture. 
He should possess a degree of familiarity with the processes of manu- 
facture sufficient to enable him to co-operate with the works and 
factory management in devising and developing statistical inform- 
ation. In a large undertaking the accountant becomes the liaison 
officer between the works or factory management and the directors 
who control the policy of the business. 

2. Service as Auditors 

Historical 

It is interesting to note that in the petition for a Charter by the 
Society of Accountants in Edinburgh in 1854 there is no reference to 
auditing as being part of an accountant's duties ; it was so mentioned, 
however, in the similar petition by the English Institute in 1880. 
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Joint-stock companies were not unknown in 1854, but professional 
auditors, in the modern sense, did not then exist The Companies 
Act of 1862 did not make an audit compulsory, although Table A 
appended to that Act, as specimen articles of association, contained 
audit regulations which any joint-stock company might elect to 
adopt. In 1879, after the failure of the City of Glasgow Bank, the 
audit of banking companies, and in 1900 the audit of all limited 
liability companies, was made compulsory. 

We have thus had at least thirty years' experience of the auditing 
of joint-stock companies in this country, and the volume of work 
falling on professional auditors may be judged by the fact that in 
Great Britain alone there are over 114,000 companies on the official 
register, with a capital exceeding five and a half thousand million 
pounds sterling (;£5, 500, 000, 000). The number of individuals and 
private firms with accounts for audit is not available, but it must be 
exceedingly great. 

Value of Audit 

After thirty years' experience it is not unreasonable to take stock 
and endeavour to assess the value of the audit as it is now being 
carried out. To the credit of the profession it may be said that the 
number of cases of alleged dereliction of duty on the part of the 
auditor, brought before the Courts, is exceedingly small and the 
number of convictions infinitesimal. That fact reflects favourably 
on the wisdom and foresight of the founders of the societies and their 
successors in office in setting and maintaining a high standard of 
examination and a strict code of professional conduct. 

Nevertheless, we should not refrain from asking ourselves if, 
under modern conditions, we as auditors are giving as efficient service 
to the commercial community as we ought, if we are not being con- 
tent to give only what is required of us by statute or case law, if 
we are not inclined to think more about the limitation of our lia- 
bilities than the furtherance of our clients' interests, and if we are not 
too timid in expressing our opinions and beliefs or in offering assist- 
ance in matters which do not appear to be strictly within the scope 
of an audit. 

In considering whether our service is efficient or not, no one will 
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deny that the preparation of the young accountant for his work by 
concurrent study and practice is thorough and effective, or that there 
is ample opportunity in the accounting press and otherwise for 
the older members to keep themselves up-to-date in all that relates 
to the profession. It may be questioned, however, whether the 
practising accountant makes full use of the principles and precepts 
he has learned for examination purposes or in post-examination study. 

Cost Accounts and Inventories 

For example, admitting the importance of cost accounts and their 
reconciliation with the financial accounts, does the auditor suggest 
their introduction where they are non-existent, and does he make use 
of them for the purpose of the audit where they are available ? 
Does he check the quantities in the stock sheets with the stores 
books ? Does he check the work-in-progress with the cost records ? 
Does he consider whether the value of work-in-progress or finished 
goods contains a legitimate proportion of oncost, or inquire into the 
system of allocation of overhead expenses ? Or does he conclude that 
costing is entirely outside the auditor's province and accept without 
inquiry the managing director's certificate of the value of stock and 
work-in-progress ? 

A case that came before the English Courts* recently prompts me 
to remark that in future an auditor who does not regard cost ac- 
counts as an integral and necessary part of a manufacturer's system 
of bookkeeping and make use of them for the purpose of the audit 
will receive little sympathy from the Court should trouble arise 
regarding the inventories of stock and work-in-progress from which 
the figures for these items in the balance sheet are obtained. I sug- 
gest that not only quantities, but prices also, should be checked by 
reference to the costing records, prices of completely manufactured 
goods as well as goods in process of manufacture. 

For the purpose of valuation of stock-in-trade we have become 
accustomed to the phrase Cost Price or Market Value," but what 
is the cost price of a manufacturer's own productions ? What ele- 
ments are to be included ? It is clear that wages and material must, 

*Wi$tminsUr Road Conshuction & Engineering Co., Ltd. (In Liquidation). The Accountant, 13th February, 1932 
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but if the cost of material has fallen since the goods were manu- 
factured, is the lower figure to be taken ? If so, then the valuation is 
not based upon '' cost price but upon what might be termed 
'' replacement cost.'' 

Then what portion of overhead expense is to be included ? Ob- 
viously not the portion referable to selling and delivering goods, as 
that particular expense is not incurred, so far as the stock in hand is 
concerned, until such stock is sold and delivered. Nor should any 
part of the factory oncost representing interest on owner’s capital 
invested in buildings, plant, &c., be included, as to do so would be to 
take credit for profit before it is actually earned. 

Incidentally, I might remark that herein probably lies the solution 
of the controversy in accounting circles as to the propriety of in- 
cluding interest on owner's capital in the cost price of manufactured 
goods. I submit that in arriving at the cost price of goods in stock for 
balance sheet purposes, such interest should not be included, but in 
computing the cost price of a manufactured article for the purpose of 
determining the price at which such article may be sold, it is proper 
that interest on owner's capital should be taken into account. In 
other words, there is a cost price for valuation purposes, and a cost 
price for marketing purposes. 

This leaves an apparent inconsistency in the treatment of interest 
on owner's capital and interest on borrowed money to be faced. Why 
should the one be included in valuation costs and not the other ? 
Why should the costs of a company with no borrowed money be 
less than those of a company which has borrowed money ? 

If borrowed money could properly be termed capital, there would 
be no answer to these questions — ^the inconsistency would be real. 
But borrowed money differs from capital in that it is a debt payable, 
and interest on it is due irrespective of whether profits are earned 
or not. If capital is to retain its original and usual accounting 
meaning as the margin of assets over liabilities, debenture capital 
and loan capital are really contradictions in terms. 

As valuation cost should include all expenditure incurred in 
production, there is no excuse in theory for excluding interest on 
borrowed money. If manufacturers exclude such interest in valuing 
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their stock-in-trade and work-in-progress, they are doing so not on 
account of any theory but either for the sound reason that other- 
wise the valuation would be too high considering all the circum- 
stances of the time or that they had decided to create an inner 
reserve in this way. In determining costs for selling purposes of 
course, the point dees not arise. 

The cost of a product is not absolute. However carefuUy a cost 
has been ascertained, it requires interpretation in the light of the 
use that is to be made of the information. For example, a manu- 
facturer who has reckoned interest in his costs may desire, for pur- 
poses of guidance in fixing selling prices, to exclude such interest. 
He may also require to know the amount of his direct costs, the 
expenses that fluctuate but not proportionally to production and 
the fioced expenses. 

A further difflculty in the valuation of stock and work-in-progress 
arises when the production of a factory varies to any great extent 
from period to period. To illustrate the point in its simplest form, if 
oncost is applied as a percentage on the total productive wages, 
based on the relative proportion of oncost and wages of a prior 
period, is the percentage to be increased if the current wage bill is 
less or reduced if it is more than that on which the percentage is 
based ? 

There are other practical difficulties regarding the proper treat- 
ment of such extraordinary items as maintenance of idle machinery 
and plant, obsolescence, outlay during strikes, loss on exchange, &c. 
Are they to be included in cost or not ? If they are included the 
accuracy of the costs will be hopelessly vitiated. 

The matter of valuing stock-in-trade and work-in-progress has 
assumed a national aspect in this country, in respect that the Govern- 
ment have an interest through taxation in the trading results of every 
business concern. As taxation has increased, so the interest of the 
Government has become greater. At the present time, the British 
Government is a partner in every business concern, a partner who 
takes one-fourth of the profits but bears no share of the losses and 
contributes no part of the capital. 

Obviously the taxing department of the Government, known 
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shortly as the Inland Revenue, will not be satisfied by a method of 
valuation that results in an under-statement of profits, even although 
as accountants well know, the under- valuation of stock, &c., at the 
end of a period merely has the effect of passing on the benefit which 
accrues on realisation to a succeeding period. From a taxing point of 
view, however, that is unsatisfactory, because it> delays recovery of 
the tax and causes inequalities if the rate of tax changes. 

Thus one of the questions put by the Inland Revenue concerns the 
basis of valuation of stock and work-in-progress. Hitherto the 
answer to that question, that the valuation has been made on the 
basis of '' cost price or market value, whichever is lower,'' seems to 
have satisfied the Inland Revenue in regard to all classes of stock. 
There is no doubt about its suitability to raw material and bought-in 
stock, but the phrase does not seem to have a clear and definite 
meaning so far as a manufacturer's own productions are con- 
cerned. 

Each individual manufacturer must answer the question in his 
own way. He will be wise if he values all his goods on the most con- 
servative basis possible, and alters the terms of the certificate or gives 
such explanations to the Inland Revenue as may be found necessary. 
It cannot be too strongly urged that the annual accounts should be 
framed without considering what the attitude of the Inland Revenue 
may be regarding any of the items therein. Regard should be had 
only to strict and prudent business principles ; the income-tax 
position can be elucidated by question and answer. As to the audi- 
tor's position, where the records provide information from which the 
inventory and valuation can be verified, is it not part of his duty to 
verify the details in that document in order to satisfy himself that 
there has not been an overstatement of quantity or an overvaluation 
in price, and in doing so to have regard to such questions as I have 
enumerated above ? Where the records do not exist, he must, of 
course, adopt the best means available as -a check on the stock and 
work-in-progesss sheets, as certified by the chief executive. 

Periodical Statistics 

The absence of the necessary records might advisedly be com- 
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merited upon by the auditor and a recommendation made for their 
introduction. 

As to the question of how far an auditor can help his client in 
the preparation of periodical statistics, to which I have already 
referred, much will depend on circumstances. If there is a competent 
accountant, versed*in this kind of work, on the client's staff, and 
that is common now in large concerns, the auditor may safely assume 
that he is not concerned with the statistical department unless by 
request. In the majority of businesses however, chiefly for reasons 
of economy, there is no such expert on the staff and the auditor is 
probably the only person with sufficient knowledge to prescribe the 
form of statistics that would be of value to those in control. Un- 
fortunately, however, many of those in control of businesses do not 
appreciate the value of statistics, and the auditor has a natural 
reluctance to suggest their introduction lest he should be considered 
to be interfering and seeking to make work for himself at the expense 
of his client. Personally, I think he should risk a rebuff, and in 
general I am sure if he prepares the way judiciously, he will not 
suffer one. 

In such circumstances, the first great adventure upon which we 
auditors should try to get our clients to embark is to institute the pre- 
paration of a series of pro forma balance sheets and profit and loss 
accounts at intervals throughout the year. The framing of these 
statements, after the first year, is not so formidable as may be 
imagined, and their value as guides to the conduct of business cannot 
be disputed. In these days of scientific office appliances and specially 
trained operators, there is little reason why anyone with a business of 
any size should have to await the production of his annual balance 
sheet and profit and loss account to tell him how he stands, and 
whether his operations have resulted in a profit or a loss. The back- 
bone of such statements, the first step in the great adventure I have 
mentioned, is the monthly trial balance, in a pre-arranged classified 
form, and auditors, I submit, should urge the taking of that step 
wherever and whenever possible. Once it is taken, the way is open 
for developing a monthly statistical report of real value. Besides, 
it is in the interest of the auditor as well as the client to have the 
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books regularly and frequently brought to a balance. 

Cash Records 

It may seem a minor point, but, as auditors' responsibilities are 
being made heavier, it is perhaps worth while emphasising the neces- 
sity also of enforcing the rule that all cash received should be paid 
into bank, and all payments except petty cash, which should be on 
the imprest system, be made by cheque. Adoption of this rule would 
be less uncommon if the forms of cash book prescribed by account- 
ants and text-book writers were more suitably designed. As a graph 
loses its effect by overloading, so the popular form of columnar cash 
book has become a source of danger by overcrowding — a danger to 
both the auditor and his client in that cash defalcations are not easy 
to discover. What is the sense, for example, of cumbering the cash 
book with cheques drawn on the bank in favour of third parties ? 
Theoretically it is wrong, and practically it leads to the danger I 
have mentioned. 

If, while making sure that the accounts are true and correct as 
shown by the books, the auditor uses his critical faculty to suggest 
improved and, it may be, simpler methods of preparing these ac- 
counts and at the same time producing records for the guidance of 
the management, he will be increasing the effectiveness of accounting 
as an aid to commerce. 


Income Tax 

I mention only in passing the vast amount of work placed on ac- 
countants in looking after the interests of commerce in regard to 
income-tax, the necessity of mastering the intricacies of the taxing 
statutes, following the numerous tax cases which come before the 
Courts in ever-increasing numbers, and spending much time in corres- 
ponding with or interviewing inspectors of taxes in the adjustment 
of assessments. 

In Great Britain and Northern Ireland the amount of income 
arising from industry and commerce assessed to income-tax is round 
about one thousand million pounds (£1,000,000,000), and it is safe to 
say that the bulk of this amount falls under review by accountants 
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year by year, and that accountants act for a large proportion of the 
two million persons who are subject to tax. This class of work has 
naturally fallen into the hands of accountants, as it deals with figures 
with which they are already familiar. It has become so much a part 
of their duty that auditors, in the course of their audits, spend a 
considerable amount of time in extracting the information which the 
inspector of taxes requires, thus saving their clients the worry of 
answering the many and troublesome questions that arise before the 
assessment is finally fixed. I think it is generally recognised that this 
class of work is a distinct aid to commerce, and that it will not 
diminish in importance in our generation or the next. 

Depreciation 

Many articles on depreciation have been written for the benefit of 
accountants but it is an open question whether the principles 
enunciated on that most important subject ever reach the client 
and if so whether they are fully appreciated. 

Whatever the legal view may be it is an axiom in accounting that 
no real profits can be said to have been earned unless provision has 
been made for depreciation of the fixed assets used in making and 
transporting the goods produced. Difference of opinion may exist 
among accountants as to the most appropriate method of providing 
for depreciation, whether it should be by equal or diminishing instal- 
ments, annuity or sinking fund provisions, insurance policy or 
revaluation at short intervals ; there is general agreement, however, 
that the scale of depreciation is not a matter to be determined by the 
accountant but that it should be fixed for him by those who have the 
practical qualifications to do so. The auditor is qualified to give an 
opinion about method but his knowledge regarding scale or amount of 
depreciation which mainly depends upon the expectation of life of 
the asset, is only such as he may acquire through observing the 
practice of other concerns. 

In dealing with machinery and plant, for example, it is the prac- 
tical man who determines the expectation of life of the various units 
or groups of units. To do this effectively, each unit or group must be 
considered separately, and obsolescence as well as wear and tear, must 
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be taken into account. In these days of rapid changes, obsolescence 
is probably the more important of the two. A machine may become 
obsolete long before it is worn out. Experience will tell which of the 
two factors should be selected as the length of life in each case ; 
the shorter the life the higher will be the rate of depreciation. 

Having collected all relevant information, it advisable that it 
should be set down in the form of a machinery and plant register 
which should be kept up-to-date by additions and cancellations. 
One of the columns in the register should show the expected life of 
the unit or group and the basis on which the value is to be written off 
during its lifetime. Another column will show the amount to be 
written off yearly and an abstract of the figures in this column for 
the whole battery of machines and plant will provide the figure 
which will appear in the profit and loss account as depreciation of 
machinery and plant. Such a register is a useful addition to the 
ledger account for machinery and plant ; it records in detail the 
lump figures in the ledger. 

In many businesses no register of this kind is kept. Too often the 
only record of machinery and plant is the ledger account showing the 
purchases on one side and the amount written off yearly on the other. 
The purchases which may be for machinery of various classes, subject 
to varying degrees of depreciation, are brought together en masse 
and the depreciation is an overhead rate fixed more or less arbi- 
trarily and not necessarily bearing a true relation to the actual wast- 
age that is occurring. The frequent selection of a rate of five per cent, 
on the diminishing value of the aggregate amount seems to suggest a 
slavish adherence to a rule of thumb precedent or an unaccountable 
desire not to exceed the rate commonly allowed by the taxing 
authority. 

In such a case what should the auditor do ? Should he pass the 
prescribed rate without question or should he suggest that its ade- 
quacy be tested by the preparation of a register, as I have men- 
tioned, or by some other means of inquiry ? In asking these ques- 
tions I am not concerned at present with the auditor's duty to 
the investor ; that ground has already been well covered by Lord 
Plender and others at the last Congress. Looking at the matter solely 
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from the '' Aid to Commerce point of view, it seems to me that we 
accountants who believe in the necessity for an adequate provision 
for depreciation, before ascertaining profits, should make a point of 
drawing the attention of our clients to the importance of the matter 
and show them in what way the sufficiency of the charge can be 
verified. 

By so doing, we shall be helping them to avoid the danger of 
dividing profits that should have been retained to meet replacements 
and we may be the means of preventing violent fluctuations in the 
overheads for costing purposes. 

3. Service as Advisers 

Specialisation 

Medical men become experts in diagnostics through experience — 
the wider the experience, the quicker and more exact the diagnosis. 
Similarly, the accountant, by close examination and dissection of 
the accounts of business concerns which an audit entails, has oppor- 
tunities of becoming expert in diagnosing business troubles. The 
degree of proficiency in this respect has hitherto been measured by 
the width of experience and the depth of the critical faculty possessed 
by the individual. Now specialisation is becoming a feature in ad- 
visory work. 

Accountants who are accustomed to conduct intensive investi- 
gations of businesses must inevitably reflect upon the causes that 
normally lead to decline or failure. 

A business may be overwhelmed by sudden and unavoidable 
disaster but I believe that to be exceptional. The causes of the decline 
or failure of established businesses is usually the insidious develop- 
ment of unsatisfactory features which may have been long unsus- 
pected. In all too many instances the damages are serious, if not 
irreparable, before the causes have been detected. The reorganisa- 
tion of a business usually demands time, money and not infrequently 
the introduction of a new element in the management. The 
accountant should be quick to detect the unsatisfactory features 
and should fully and frankly state his recommendations for their 
rectification. 
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Research 

In this connection, may I suggest for the consideration of this 
assembly the propriety of initiating courses of Research in Account- 
ing and the cognate subject of Economics for the benefit of Com- 
merce and Industry. It is certain there cannot be real progress and 
development in a science without research of scJfcne kind, and as 
accounting has now reached the stage when it may fairly claim to be 
ranked among the sciences, it may not be amiss to consider whether 
the time is not now ripe for the introduction of a scheme or schemes 
of research with the object of raising the profession to a higher degree 
of usefulness. 

The science of accounting is now wide and deep enough to com- 
mand the undivided attention of men with trained minds, minds 
devoted to the study of particular branches of the subject in the 
same way as in chemistry and medicine. In this country, the little 
research in which accounting forms an integral part curiously enough 
has been undertaken not by accountants who have had practical 
experience but by bodies attached to the universities. I refer to the 
work of the Agricultural Economics Research Institute of the 
University of Oxford and the College of Agriculture in Edinburgh. 
During the last five years these bodies, with the co-operation of a 
number of farmers, have produced statistics of great practical value 
to agriculture. A scheme involving research in a limited degree has 
also recently been introduced by the London School of Economics. 

In America work of this nature has been carried out for some 
considerable time. The University of Pennsylvania has a department 
of industrial research which amongst other activities, has been 
making investigations into particular industries. In the department 
of business history at Harvard the work of research takes the form 
of tracing the development of individual businesses, and there is also 
a department for collating returns from various kinds of enterprises 
and reporting results to traders who supply the information. 

As an instance of the practical value of this kind of work, I might 
mention that the income-tax officials have accepted the average life- 
time of machinery in the hosiery industry arrived at by the Penn- 
sylvanian University research workers as the basis on which depre- 
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ciation allowance should be granted for taxing purposes, and the 
employers and employees of that industry have mutually agreed to 
submit their claims for adjustment of wages to the arbitrament of 
the University department to which reference has already been made. 

You will agree that that is work of a very practical kind, and it is 
of interest to note'" that a young Scottish Chartered Accountant, who 
is also a graduate of the University of Edinburgh, is taking part in it. 
This graduate was successful in obtaining that rare prize, a Common- 
wealth Fellowship, and is the first accountant in this country, so far 
as known, to leave the profession for a period of research. 

As an aid to commerce, research of this kind should be encouraged. 
It has great possibilities, but it cannot be undertaken without 
adequate funds. I do not know where such funds are to come from, 
but as a precedent I may mention that over two hundred years ago 
George Watson, the first professional accountant in Scotland, in 
founding a hospital for the education and maintenance of the children 
of decayed ” merchants, stipulated, according to a memoir written 
in 1725, that having been successful in the improvement of his 
fortune by the help of bookkeeping he did particularly recommend 
that care should be taken that the children of the said hospital should 
be educated in these arts.” 

Business Economics and Finance 

Meantime accountants are performing work of a very practical 
nature in another sphere. The commercial world has gradually re- 
cognised the existence of a body of experts in professional account- 
ants, and that is why they appear on the boards of directors of so 
many limited liability companies. In Great Britain I find no less than 
700 names of accountants appearing on the directorate of over 2,500 
joint-stock companies. 

The complicated nature of the finance of modern commercial and 
industrial undertakings, arising out of reconstructions, amalgama- 
tions, absorptions and the creation of subsidiary companies, is no 
doubt largely responsible for the election of accountants to the 
directorate of large concerns. Often the appointment is at the instance 
of banks or other large creditors, whose interests the accountant is 
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commissioned to safeguard. In such cases he appears on the board 
in the role of a business doctor, and, provided he is not called in too 
late, he can apply his remedies with some hope of success. Like the 
medical man, he treats his patient as a “ case,'' and so brings to 
bear an unimpassioned consideration and impartial judgment on the 
particular ailments disclosed. The employment of the accountant in 
work of this kind is eminently more satisfactory from all angles than 
engaging him in another capacity after the '' patient " has expired. 

The extreme difficulties of the present commercial situation are 
such that, the most urgent call to-day is for '' the man who can take 
the broad view, who can form a just appreciation of the business 
situation and outlook as a whole, and who can co-ordinate and direct 
general policy from the standpoint of the far-seeing strategist."* 
Such a man must not be merely a learned theorist, but one who has 
had experience of the blending of theory with practice. That is the 
kind of experience an accountant obtains ; he sees how the theories 
he has learned in his study of political economy, or economics, to 
give it its new name, work out in practice, and it shows the wisdom 
of our predecessors who included that subject in the syllabus of 
examinations for accountants. 

So much importance is attached to economics by the Councils of 
the Scottish C.A. Societies that their regulations now require of 
every apprentice attendance at a class in one of the Universities or 
approved Schools of Economics, and a pass on a standard approved 
by the General Examining Board for Scotland. It was con- 
sidered that such an arrangement would provide a more 
thorough grounding in the subject than the previous arrange- 
ment, which allowed each apprentice to select his own method of 
study and get through the political economy paper in the final 
examination as best he could. Thus equipped, the accountant of the 
future should be more capable than his predecessor of giving effective 
aid to commerce and industry in matters relating to business policy 
and development, especially when the ramifications are of an 
international character. 

In routine work the advice of the advisory accountant is readily 


* The Accountant & Economics, by Norman W. Duthie, C A. The Accmntants* Magazine, May 1927. 
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accepted, and it should proceed on the basis that it is more vital 
for the directors of a business to know immediately where it has 
made its profits and losses than to be told once a year how much it 
has made or lost. That is the keynote of the present day caU for 
better bookkeeping for business ; that is why more books are being 
written on cost a(!bounts than on any other branch of accountancy. 
The annual accounts may supply all that is necessary for those 
interested in the finance of the business. Financial policy may be 
determined on what they show, but finance alone will not turn losses 
in production into profits, and unless there are profits there will be 
no further need of finance. Finance occupied too prominent a place 
during the boom years, and many managers of businesses are to-day 
striving to pay dividends on capital that should never have been 
created, and the time of accountants is taken up with reconstructions 
of capital that should not have been necessary. 

The finance of a business need not be difficult if the concern is 
prosperous. The first aim, therefore, of all businesses should be to 
make profits — that is the purpose for which they exist — and the 
accountant's main object should be to help in that process. In what- 
ever capacity he serves, he should aim at assisting the management 
in the difficult task — extraordinarily difficult in these days — of 
planning, forecasting and testing by results, which can best be done 
for manufacturers by an up-to-date system of cost accounts, and for 
other kinds of businesses by statistical statements at short 
intervals. 

Conclusion 

While the present economic warfare lasts, when a business may be 
ruined by Government action, when margins of profits may dis- 
appear in a night through a change in the rate of exchange, and when 
the world is fiUed with goods for which there is no market, it may 
seem frivolous to talk to business men about improving their system 
of accounting. But from what I have observed, business men are 
appreciating the situation themselves, and, with the assistance of 
their accountants, are seeking to introduce new ideas in accounting 
and business method. Adversity is a good university, and blessed 
are they who pass through it in youth. It is a sad experience for 
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middle age, and a catastrophe for the old. That is true for a business 
as well as for an individual. But bad times may turn out to be good 
times in the end, and in every land may we all, and I hope soon, be 
able to repeat what Kipling said of the Boer War : 

Let us admit it fairly. 

As a business people should, 

We have had no end of a lesson, 

It will do us no end of good. 



2. MECHANICAL ACCOUNTING 

BY 

Robert Ashworth, R.D., F.C.A., F.S.A.A. 

The subject upon which I have been invited to prepare a paper 
for this International Conference of Accountants has been described 
as Mechanical Accounting.” There must be no misunderstanding, 
however, about this title, for there can be nothing mechanical about 
the function of accountancy. Mechanical accounting, therefore, 
can have reference only to the building up of the accounting and 
statistical data, by means of which the real function of accountancy 
is exercised, with the elimination, as far as possible, of the old 
laborious manual and mental method and the use of pen and ink 
by the substitution of mechanised method and the use of machinery. 

The world-wide importance of mechanical accounting and the 
attitude of the accountancy profession thereto can be measured by 
the fact that this is the second paper on the subject given to an 
international conference of accountants. 

The professional accountant is interested in this subject from sev- 
eral angles, arising from his dual capacity of accountant and auditor. 

As an accountant, he is interested from the management point of 
view, because he not only has to meet the demands of management 
for information, but also has to influence those demands in the right 
direction. When advising as an accountant, he is also interested 
because his advice may be useless unless he can obtain the necessary 
data accurately, speedily and in sufflcient detail. 

As an auditor, he is interested in the subject from the angle of 
seeing that proper and adequate precautions are taken against 
fraud, that the use of machinery does not interfere with his duty of 
giving a conscientious report to shareholders or his clients without 
any mental reservations and generally that his statutory duties as 
auditor can be properly performed. 
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We shall examine, therefore, the question of mechanical account- 
ing from all these points of view, but, in order that we shall do so 
with a proper perspective, it will be necessary for us first to see what 
has led to the growth of mechanisation in the office. 

Mechanical Age 

This has been described as a mechanical age and certainly during 
the past thirty years there has been an enormous, and at one time 
unbelievable, scientific advancement. The tendency of invention 
during this period has been definitely to increase speed, decrease 
distance and greatly reduce physical effort. The scope of business 
operations has been exceedingly enlarged by the introduction of 
wireless, improved long distance telephone communication, im- 
proved methods of transport by land, sea and air, and the mechanisa- 
tion of production. 

Despite the intervening Great War the population of the world 
has increased enormously, thus increasing the wants of the people 
and the demands for employment. In Great Britain alone, during 
the past thirty years, the population has grown by nearly 9,000,000, 
while that in the United States of America has risen by nearly 
47,000,000. World population is estimated to have increased by 
over 240,000,000 between 1907 and 1932, although there must be a 
large margin of error in this estimate, as many countries have no 
census, while others have only an inadequate census. 

The result of these and other circumstances has been that com- 
petition, both national and international, has been intensified 
to such an extent that new and improved methods of manufacture 
have had to be found — firstly, to cope with the increasing demands, 
and, secondly, to reduce costs to meet the competition, so that the 
position to-day is that almost every country in the world is manu- 
facturing under mechanised methods. Agricultural countries have 
turned their attention to factories and country people have flocked 
to the towns. 

As an outcome of all this, mass-production principles have devel- 
oped which have necessitated even greater use of machinery, almost 
to the exclusion of the old methods of manual production, and with 
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mass-production has come more scientific factory planning, greater 
attention to factory layout and a keener study of factory 
welfare. 

This growth of mechanisation in production has been accom- 
plished in spite of the greatest opposition from the worker, both 
individually and t:ollectively. There is no doubt, however, that 
nothing can deter the progress of mechanisation and the time will 
arrive when we will have to give as much attention to unemployed 
labour as we do to unemployed capital, although the present chaotic 
condition of the world makes it difficult to determine the precise 
effect of mechanisation on the problem of unemployment. 

We are not concerned here, however, with the economic aspect of 
mechanisation, except so far as is necessary to obtain a proper 
setting for the consideration of our subject of mechanical accounting. 

Attitude of Management to the Office 

An enormous amount of capital has been employed in mechanising 
production and great attention has been given by management to its 
every detail. The office, however, has not received the same con- 
sideration, for it has been looked upon by many, up to within recent 
years, as a necessary evil, being considered merely a non-profit 
earning department of the business, having no other function, outside 
simple bookkeeping, but to provide figures when called for. 

Office management has not been considered in the past as in any 
degree an important factor in the business, consequently progress 
in scientific office management has been slow and laboured. It has 
not kept pace with the progress made in the operative departments 
of the business and this lag has undoubtedly been a severe handicap 
on many concerns. 

In a certain degree the desire for secrecy on the part of manage- 
ment has also played its part in preventing the adoption of modern 
methods in the office, for the fear of leakage of information to com- 
petitors has kept many accountants and their clerks tied to the old 
bound, and even locked, books of account, the use of pen and ink 
and the preparation of uninformative final accounts. Such clerks, 
however, were sometimes allowed to relieve the drudgery and mental 
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strain of calculation by the use of much beloved ready reckoners, 
slide rules and other similar aids. 

It is remarkable how many concerns exist which are still content 
to accept a much lower standard of efficiency in the office than they 
are prepared to countenance in other departments of the business, 
although there has been a great improvement in? this direction in 
recent years. Many concerns now employ fully qualified account- 
ants to take charge of this branch of their affairs, which, at least, has 
ensured more efficient and scientific keeping of accounts and has 
assisted greatly in the education of management to the real possi- 
bilities of the accounting function. 

The importance of the accountancy profession itself was, of course, 
fuUy recognised by the State in this country during the Great War, 
when it was scheduled as being work of national importance. 

The necessity for planning business operations and the increased 
demands of management, created by the rapid growth in the volume 
of business transactions, have brought an alteration in the attitude 
towards the office and accounting functions to such an extent that 
the large majority of successful businesses to-day are those which 
have made the office the heart of the concern, from which life is 
pulsated into all the arteries of the business, whether they be in 
production, purchasing, selling or administration. There are, of 
course, cases where businesses are successful from a profit point of 
view in spite of bad management, but when such businesses are 
investigated they are generally found to be full of wastages and 
leakages, to which the management is blinded by the profits earned 
and lack of knowledge of the real accounting function. 

The dimensions of business operations, the keenness of competition 
and the obstacles placed against the development of foreign markets 
at the present time have required management to give increasing 
attention to the following questions : — 

(1) The tracking of wastages and leakages in all the ramifica- 
tions of the concern, including that of management itself. 

(2) The prompt elimination of unprofitable lines or departments. 

(3) The prevention of the lock-up of working capital un- 
necessarily and its remunerative employment. 
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(4) Costs of production, selling and administration. 

(5) Price fixing and markets. 

(6) Saving of executives' time in purely administrative work, 
such as signing cheques. 

In consequence, management has been driven to the office for 
aid in attacking'^ these problems, with the result that improved 
statistical and accounting systems and methods, requiring more 
detailed and automatic analysis than formerly, have had to be 
evolved for dealing with storekeeping, stockkeeping, costing, wages, 
purchasing, sales, hire-purchase, factory accounting, cash accounting, 
main accounting and budgetary control, so that information will be 
quickly and readily available with the greatest possible accuracy. 

The initial slow response to the calls of management soon revealed 
that, at least in large organisations, equal attention must be given 
to the administration, mechanisation, layout and welfare of the 
office as to any other branch of the business. 

To-day, management has to be guided by the office to a very great 
extent as to the amount, quality and use of the information which 
shall be placed at its disposal and it is here that great restraint must 
be exercised to prevent that information becoming so voluminous 
as to be both wasteful and useless. 

For all practical purposes, however, it is futile to give management 
information as to wastages and leakages, unprofitable lines, excessive 
locking-up of working capital, inaccuracies in estimated costs, &c., 
months, or even weeks, after these events have arisen and the facts 
have become business history. 

Management must have its information accurate, up-to-date, 
legible and in the most easily digested form, so that the time of 
executives will not be taken up searching for the facts, but in seeking 
and applying the remedies with the utmost despatch, which is one 
of the principal functions of management. 

It seems obvious, therefore, that if these demands are to be met 
efficiently, and industry and commerce are to receive the complete 
assistance of the accountancy function, the old pen-and-ink methods 
used in the office must be greatly reduced and in the main replaced 
by the use of up-to-date methods of accounting and the emplo5nnent 
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of machinery, in order that the more detailed analysis now required 
in present-day business may be forthcoming with the greatest 
accuracy and speed and at the least expense. 

In dealing with this subject of mechanical accounting, it must 
be made quite clear, however, that we are considering only one 
branch of office management. It is, of course, ih^ main branch, as 
it has inseparably tied up with it the consideration of accountancy 
and statistical methods. 

We shall see later in this paper, however, that office machinery 
must be the handmaiden of the accountancy system and not its 
master. We shall have to consider, therefore, the function of the 
accountant, accounting and statistical system, and the position of 
the auditor before we can deal with the office machinery itself in its 
proper place as the servant of the accounting function. 

Function of the Accountant and Growth of Analysis in 

Accounting 

The accountant, whether he be employed internally or profes- 
sionally in that capacity, is one of the very few people who are in a 
position to see the business as a whole and to this extent his re- 
sponsibility is all the greater, because he is in the privileged position 
in which a detached view of the concern is acquired, thus enabling 
him to use his powers of analysis to complete the picture of the 
entire activities of the business free from departmental bias. 

Much has been said and written about the duty of the auditor, 
but the duty of the accountant has received very little attention, 
except on the rare occasions it has been necessary to discuss it in the 
Law Courts, purely from a legal angle, in the attempt to assess 
damages for negligence, or fix a sentence for some criminal act of 

cooking which he may have been induced to use in place of 
accounting. 

At one time he was considered to be a good and dutiful accountant 
if he could prepare a neat-looking trading and profit and loss account 
and balance sheet, which took adequate care of the distinction 
between trading (which included manufacturing) and profit and loss 
expenses, and carefully assessed the difference between capital and 
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revenue expenditure, thus arriving at a fairly accurate gross and net 
profit for the given period and the statement of the position of the 
business as at a certain date. 

The process of analysis of accounts then developed and the 
accountant was required to make a further subdivision of his trading 
account by the inclusion of manufacturing accounts and,* as the 
scope of the business enlarged, to provide for branch and foreign 
accounts and to prepare, now in departmentalised form, his manu- 
facturing, trading and profit and loss accounts at more frequent 
intervals. 

The principal function of the accountant then was to prepare 
these accounts, arithmetically correct and balanced, accounting for 
the transactions that had taken place during a given period. His 
other duties were to render debtors' accounts and receive pa3nnents 
and keep creditors' accounts and make payments, also to provide 
such statistical data he may be called upon to supply, which rarely 
amounted to more than the production of a periodical bank recon- 
ciliation statement and statements of sales and expenses sometimes 
in comparative form. In other words, the duties of the accountant 
some twenty-five or thirty years ago were those entrusted to the 
bookkeeper and cashier to-day. 

With the growth of business and the introduction of heavy taxa- 
tion, including excess profits duty, the accountant had to make a 
stiU greater analysis of his accounts for the purpose of business and 
taxation investigations. 

At the outset, this analysis was done by way of back analysis of 
the bound books of original entry, that is to say, at some period 
after the transactions had taken place he would go through the books 
of original entry and analyse each item under its respective head, 
which was an extremely laborious method and by the time the 
analysis was ready its value, at all events for vital business purposes, 
was considerably discounted by the lapse of time. From this grew 
the analytical books of original entry, such as the purchases and 
sales journals, returns inwards and outwards books, the analytical 
cash book, &c., and here was the commencement of automatic 
analysis, under which the transactions of the business are analysed 
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as they occur, still, however, at this time accomplished in bound 
books with pen and ink. 

This automatic analysis was an improvement on the old back 
analysis method, both from the points of view of efficiency and 
economy, but business continued to grow and the accountant found 
that to' cope with the increased analytical work required he had to 
introduce loose-leaf and card ledgers, loose-leaf books of original 
entry and the slip system, thus bringing into greater use as an 
accounting medium the documents of original entry. The intro- 
duction of costing methods also acted as an incentive in this direction. 

At this point the accountant called to his aid the typewriter, the 
adding machine and the use of fanfold, interfold and continuous 
stationery. He also began to take a keener interest in the classifica- 
tion of accounts, the marshalling of assets and liabilities in the balance 
sheet and the presentation of statistical data. 

So the work of analysis has continued to increase and the physical 
and mental effort involved in the work continued to decrease, until 
to-day in well organised accounting systems automatic analysis 
is complete, being made possible only by the use of machines, 
amongst which are those combining the functions of the typewriter 
and adding machine, which had previously been used separately. 

So much for the growth of analytical accountancy, but what 
is the duty of the accountant to-day ? Mechanical accounting has 
relieved him of practically the whole of the drudgery and tedium 
of calculation and analytical work and has given him time to dis- 
charge the added and more productive responsibilities of adminis- 
tration which the increased ramifications of business have thrust 
upon him. 

To-day, the accountant must not be merely a collector and arranger 
of figures, he must be an interpreter of them and, in order that he 
may properly interpret, his accounts and statistical data must tell 
him the whole story of the business operations. Without adequate 
and automatic analysis this cannot be done and, in the absence of 
the aid of office machinery, there can be no adequate and automatic 
analysis, except at enormous expense, if the business is of any 
magnitude. 
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Management is not so much concerned with a statement of in- 
creases or decreases in turnover, expenses, costs, profits or losses, 
working capital and net assets, as it is in the reason for such a state of 
affairs. Management wants to know why there is an increase or a 
decrease and it desires information as to where and how the wastages 
and leakages aris§. If, therefore, the accountant wishes to bedooked 
upon as a productive power in the business, he will supply that 
information by utilising the time released to him and the improved 
facilities afforded him by mechanisation for the purpose of intelligent 
investigation. 

If, however, the accountant is to take full advantage of the 
benefits of mechanical accounting, he must beware of the dangers 
involved in the use of office machinery. He, therefore, must have 
regard to the following : — 

(1) The proper relationship of mechanisation to the accountancy system. 

The accountancy system must be paramount and the fundamental 

rules of accounting procedure must be carefully preserved. 

The machine should be applied to the system and not the reverse. 
This does not mean that there will not have to be some adjustments 
of accountancy method when machinery is installed ; on the con- 
trary, there will probably have to be a great deal of adjustment, but 
it does mean that the usual accountancy safeguards must be taken 
care of either by the machine itself or by the accounting system. 

The accountant must not allow excellent salesmanship to induce 
him to put into operation a machine which will give results only by 
the employment of the accounting system sometimes offered with 
the machine, unless he has carefully examined the possibilities of 
that system, as well as the efficiency of the machine itself, and has 
satisfied himself that it meets all his requirements from an account- 
ancy point of view. 

On the other hand, while investigating, he must keep an open 
mind and not allow prejudice to blind him to the greater efficiency 
and economies resultant from mechanisation in the office. 

(2) Over-burdening the machines with unnecessary work. 

The accountant must not allow the ease with which analytical 
work can be accomplished by machinery to lead him into the great 
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mistake of over-elaboration and the placing of work on the machines 
which is not essential to meet business requirements. Otherwise 
he will find that he will soon be installing more machinery than is 
necessary, with the result that his accounting and statistical expense 
will rise enormously. 

In a(idition, the information he supplies for e^cecutive use will 
tend to become so voluminous that, however valuable it may be in 
itself, it will be ignored and in consequence will become wasted by 
lack of use and therefore valueless for business purposes. 

This danger of placing unremunerative work on the machines is 
one of the greatest pitfalls of mechanical accounting and one against 
which the accountant must take special precaution. 

(3) The elimination of work which has ceased to he of service. 

All forms and information produced by the machines must be 
under the continual examination of the accountant, to ensure that 
altered requirements of the business are catered for. 

In this respect there is a tendency for executives to ask for in- 
formation for a specific purpose and, when that purpose has been 
fulfilled, for the supply of the information to be continued indefinitely 
unless proper supervision and control has been exercised by the 
accountant. 

The accountant is the mainspring of mechanisation in the office, 
although the accountants of many of the large concerns delegate 
their duties in this matter to a mechanisation officer. Nevertheless, 
if the mechanisation of the office is to be successfully achieved, the 
accountant must have : — 

(1) A high conception of his own duty as accountant, in order 
that the most efficient use of mechanical means may be 
effected. 

(2) A complete knowledge of the accountancy system, which he 
should reduce to paper in the form of a system's chart, 
showing the link between the various sections of his depart- 
ment. 

(3) A thorough knowledge of the organisation of the business, 
for which purpose he should compile an organisation chart 
for constant reference. 
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(4) The ability to win the co-operation of his own staff. 

Staff co-operation is one of the most important and, at the same 
time, most difficult questions in the mechanisation of accounting. 

We are all aware of the strong opposition put up by the manual 
worker against the mechanisation of production, involving as it did 
in the early stages riot, civil commotion and the breaking up of 
machinery. 

There is, however, nothing to be afraid of in this direction from the 
of&ce staff, because, firstly, they have become used to the idea of 
mechanisation in production and, secondly, the standard of educa- 
tion is now on a considerably higher plane than was the case when 
machinery was first introduced into the factory. 

The fear of loss of emplo5mient, however, naturally raises intense 
opposition against mechanisation in the office. This opposition 
usually takes the form of an endeavour to upset the smooth running 
of the machinery, or the smooth working of the system. 

It, therefore, is of importance that the accountant does his utmost 
to remove the suspicions of his staff during the process of mechanisa- 
tion. The main lines of attack in this direction are as follows : — 

(a) That the process of mechanisation wiU take time before it 
can work effectively. 

(b) That the machinery is required to cope with additional work. 

(c) That staff will be released for more important and construc- 
tive work. 

(d) That displaced staff will be taken care of, either by pension 
or by giving sufficient notice of termination of service to 
allow them to obtain other employment and by providing 
every facility for them to do so. 

(5) The co-operation of the auditor. 

It cannot be too strongly stressed that no mechanisation of the 
accounting system or alteration in method of accounting should be 
permitted until the auditor has had an opportunity of examining 
the proposals, otherwise he might be placed in serious difficulty not 
foreseen by the accountant. We shall consider the position of the 
auditor, however, in more detail later in this paper. 

(6) The personality to enable him to win, or, alternatively, to 
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command, full support from his colleagues on the executive, 
in respect of any changes in method which affect their 
departments. 

(7) An open mind and freedom from prejudice. 

It is also of importance to the success of mechanisation in the 
office that all forms in use in the business should be,under the control 
of the accountant, in order to ensure standardisation and avoid 
duplication of effort, which is a constant source of waste in business. 

We shaU consider other matters of importance affecting the 
accountant when we deal with the question of installing the 
machinery. 

Scope of Analytical Work and Accountancy Safeguards 

It has already been stated that the machinery must be the servant 
of the accounting and statistical system. Before, therefore, we can 
properly consider the machinery itself, we must have a knowledge 
of the work it will be required to perform and the safeguards that 
must be protected. 

The amount of analytical work to be done will, of course, differ 
considerably in various concerns, according to the ramifications and 
nature of the business and the degree of efficiency it is desired to 
attain in the accounting and statistical system. It does not follow, 
therefore, that because a certain method of mechanisation has 
proved to be successful in one particular business it necessarily will 
prove equally efficient in another. 

It has been indicated previously in this paper that the whole ques- 
tion of mechanisation of accounting is tied up inseparably with 
sound accounting and statistical policy. It is essential, therefore, to 
consider this question, even to the examination of certain detail 
which may be considered by many accountants as being merely in 
the ordinary course of accounting procedure, for no method of 
mechanisation can ever be fruitful unless the accounting and 
statistical systems are on a proper basis. 

This part of our subject can best be considered under the following 
heads : — 

(i) Classification of accounts. 
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(2) Budgetary control. 

(3) The accounting and statistical system. 

Classification of Accounts 

The most important function of modern accounting is to present 
and interpret in, an accurate and intelligent manner the reSults of 
the millions of transactions which take place in every active concern. 
If, therefore, that function is to be properly exercised so that the 
accounts will tell the whole story of the activities of the business, it 
is essential that there shall be a proper and adequate classification of 
accounts, so that all transactions of the same kind are treated in the 
accounting procedure in identical manner. A standard and consistent 
method of analysis is an indispensable condition, both to the success 
of the accounting function and the efficiency of mechanical methods. 

To ensure consistent analysis, it is necessary that instructions be 
prepared laying down a standard practice for dealing with all 
accounting items and once a standard practice has been established 
it should be interfered with only on the rare occasions necessary to 
meet changing conditions in the business. Otherwise, the inevitable 
consequence wiU be misleading and unintelligible results. It is 
obvious that, unless a standard practice of classification of accounts 
is adopted, all the work and expense of mechanisation will be rendered 
abortive. 

When a properly planned classification of accounts has been 
developed and adequate instructions have been given as to its 
proper use, a better understanding of the accounting function will 
be realised throughout the organisation, which will greatly increase 
the prestige of the accountant and facilitate the introduction and use 
of machinery in the office. 

The extent and nature of the classification will depend, of course, 
upon the size and constitution of the particular business and the 
extent to which the demand for adequate information has been 
fostered in the organisation. Care, however, must be exercised to 
avoid over-elaboration and, therefore, the expense of obtaining any 
desired analysis should be weighed carefully with the advantages to 
be gained from the additional information. 
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Expense accounts, in addition to being classified as to the nature 
of the expense, should also be classified as to department, so that an 
effective system of budgetary control, which is almost indispensable 
in any large business to-day, can be put into operation with greater 
ease. 

It is advisable in attacking this question of proper classification of 
accounts to commence with the final accounts of the concern, for all 
analysis should provide the background and supporting data for 
these accounts. There must be properly constructed manufacturing 
and sub-manufacturing accounts, trading accounts and profit and 
loss accounts. These accounts should be so arranged as to be readily 
adaptable to the costing system, while at the same time they should 
show clearly the result of the operations in all the fields of activity 
exploited by the business. This calls for proper arrangement and 
grouping of all the items in those accounts, in the course of which the 
proper classification of all supporting accounts must necessarily 
receive attention. 

It must also be remembered that the balance sheet, although not 
an account itself, is a statement of assets, liabilities and capital, 
purporting to show the position of the business as a going concern 
and is a summary of the balances of various accounts, as at a given 
date. Let it show that position by proper arrangement of those 
assets, liabilities and capital, so that information as to working 
capital, net assets and reserves can be readily ascertained. 

We are considering, of course, this question of final accounting 
from the point of view of classification of accounts and their adapt- 
ability to business requirements and not from the point of view of 
disclosure to shareholders, which subject is not within the scope of this 
paper. 

The object in first obtaining the proper arrangement and classi- 
fication of items in the final accounts and balance sheet is so that 
they will form the basis for planning the scope of the analytical 
work necessary for the proper classification of accounts gener- 
ally and determining what analysis shall be left to the pure 
accounting function and what shall be provided through statistical 
channels. 
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Budgetary Control 

Efficient organisation demands to-day the careful planning of all 
operations and effective control of expenditure throughout aU the 
ramifications of business and, to meet this demand, further analysis 
has been called for to build up the system of budgetary control. In 
fact, budgetary control is nothing more than the control of the 
finances and operations of an undertaking by the setting of stand- 
ards and the subsequent detailed comparison of actual results with 
those standards. If, however, these comparisons are to be effective 
they must be made in sufficient detail to enable wastages and leak- 
ages to be tracked readily. 

Without a proper system of anal3rtical accounting and the use of 
adequate office machinery, it is safe to state that the full demands of 
budgetary control in large concerns could not be met and, at best, 
the result of any such attempt would be merely the production of a 
guesswork budget lined up with more or less indifferent final accounts. 

The budget, itself, is based to a large extent upon past experience, 
the record of which cannot be relied upon unless there has been in 
existence an efficient organisation of the accounting function. 

We are, of course, only concerned in this paper with budgetary 
control in so far as it affects the analytical work of accountancy. 
We shall get a better grasp of the scope of analysis in this work if we 
examine the usual procedure adopted in compiling and using the 
budget, which is as follows : — 

(1) The marketing research and sales departments wiU make 
their estimate of turnover and advertising, selling and sales 
administrative expenses. The turnover will be analysed into 
quantities of detailed commodities. 

(2) The factory will then draw up its production schedule, based 
upon the sales department's estimate of turnover. Labour 
and material and other variable expenses required to meet 
the programme will then be estimated. 

(3) The purchasing controller wiU line up his programme and 
prepare his departmental expense budget, which may be com- 
bined with the factory estimates, or may be dealt with separ- 
ately according to the particular form of organisation adopted. 
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(4) The sales and factory estimates will then be carefully 
examined by the managing director, or controller, and after 
any necessary adjustments have been made will be handed 
to the chief accountant. 

(5) The chief accountant then prepares his budget of adminis- 
trative expenditure and finally the cash budget and the 
complete manufacturing, trading, and profit and loss budget, 
which, after being passed by the managing director, or 
controller, is placed before the board of directors for adop- 
tion. 

(6) The manufacturing, trading, and profit and loss budget will 
then be handed to the cost department for the preparation of 
standard costs. 

(7) Subsequently, there will be an automatic analysis of the 
actual turnover and expenditure under the proper classi- 
fications, which will be compared with the budget figures 
and investigation directed where necessary. 

Both in the compilation of the budget and the comparison of the 
actual figures with that budget, machinery plays an almost indis- 
pensable role in analysing and building up the required data. 

It will have been realised, however, from the scope of the budget 
that much of the analysis required will have been accomplished in 
the ordinary accounting procedure, if there is in existence a mechani- 
cal accounting and statistical system which is fulfilling its proper 
function. 


The Accounting and Statistical System 

The adjustment of the accounting and statistical system to 
mechanical methods is one of the most important factors to be 
considered in the introduction of mechanical accounting. We can- 
not, of course, go fully into this question by dealing with the many 
different mechanical accoimting and statistical systems which are 
involved in the many different classes of business, otherwise we 
should have to consider a book of no mean size instead of a paper on 
the subject of mechanical accounting. 

It is necessary for us to bear in mind, however, the volume of 
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analytical work required to meet present-day needs of business and 
to consider the accounting safeguards which must not be over- 
looked when any adjustments in method to meet the requirements of 
machinery are contemplated. 

Each branch of the business has its own claims upon office mech- 
anisation and theses will, of course, vary according to the size and 
nature of the business. 

For the purpose of this paper we will divide and examine the 
voliune of accounting and statistical data required under the follow- 
ing heads : — 

(1) Factory accounting and statistics. 

(2) Purchasing accounting and statistics. 

(3) Sales accounting and statistics. 

(4) General accounting. 

We, however, shall be able to deal only with the general principles 
involved. 

Factory Accounting and Statistics. 

The factory manager has a greater regard for factory statistics 
and system to-day than formerly and finds that it is now a practical 
impossibility for him to run his factory efficiently without adequate 
accounting and statistical information. 

In addition to proper and adequate manufacturing and sub- 
manufacturing accounts showing in total materials used, direct and 
indirect labour and grouping the fixed and variable factory overhead 
charges under separate headings, he requires this information to be 
analysed for him over departments, processes and costs. He also 
requires statistical information with regard to orders received and 
executed, daily output in each department, progress and production 
planning, up-to-date costing, labour and machine efficiency, control 
of stores and stock of manufactured parts, factory internal and 
external transport, fuel consumption and efficiency, &c. He is not 
content with values, he also requires quantity information tmder 
proper classifications. 

The factory manager is also definitely interested in the capital 
employed in his factory and sometimes desires to know how that 
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capital is pulling its weight with regard to the departmental factory 
space occupied, either per square or cubic foot. 

Apart from factory accounting, his principal contact with the 
office is in connection with costs and, in addition to overhead charges, 
this covers the two most important factory items from the points of 
view "of office mechanisation and the preservaiiion of accounting 
safeguards, namely materials and labour. 

Materials, The cost department, of course, is not concerned with 
materials until they are issued, but there must be adequate safe- 
guards as to proper receipt of the materials, efficient store control 
and the proper issue of materials. 

Formerly, the practice was to effier up details of the goods re- 
ceived in a goods received book and time was often lost later when 
the invoice was received in searching for information of the receipt 
of the goods. To-day, these particulars should be recorded by type- 
writer on a form called an '' apron,'' giving details of the receipt of 
the goods, one copy remaining in the goods inwards department as a 
store record and the other being sent to the central invoice depart- 
ment to be attached to the invoice when received. This apron " 
system not only saves time in dealing with the goods, but ensures 
that particulars of all outstanding invoices are readily available at 
balancing periods and that store and stock records are kept up-to- 
date. 

The stores should be controlled as to maximum and minimum 
quantities to be kept and the store records, to facilitate easy refer- 
ence, should be t5q)ed on visible index cards. This method should 
prevent the unnecessary locking-up of working capital in the pur- 
chase of materials, which is a matter of the utmost importance in 
these days of violently fluctuating prices and one which no manage- 
ment can overlook without placing the whole business in jeopardy. 

Stores should be issued only on production of standardised re- 
quisition forms, which should contain aU costing information and 
should be signed by a responsible party, such as the shop foreman. 
The information as to issue of stores will be scheduled each day 
under the respective cost operation numbers and a copy sent to the 
costing department. A proper system of dealing with surplus mate- 
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rials issued will also have to be provided by the use of supply notes 
from the factory to the store. The method of handling the stores 
requisition for costing purposes will, of course, vary according to the 
type of office machinery used in the costing system. 

Where tabulating machinery is in use cards will be punched with 
the requisite costing information. 

Continuous stocktaking systems in large businesses would be 
rendered inefficient without the use of office machinery, more 
particularly is this so where there is in existence a unit stock control 
system. Formerly, the half-yearly physical stocktaking was relied 
upon almost entirely for stock information. To-day it would be 
extremely difficult, if not impossible, to keep pace with business 
under such conditions and physical stocktaking is now looked upon as 
one of the safeguards, acting as a check upon the continuous stock- 
taking system. This safeguard, of comrse, must be preserved, being 
now rendered much less expensive and much more simple by the 
use of modem store methods and the employment of adding and 
calculating machines. 

The oflBice machinery employed in analysing materials will depend, 
of course, upon the size of the business and the nature of the analysis 
required. There may be a combination of calculating machines and 
typewriters with detachable adding box attachments called totalisers, 
accounting and statistical machines may be used, or the whole of 
the work may be done by tabulating machines together with their 
accessories. 

Labour . — ^The amount of anal3d:ical work required and the speed 
with which it has to be prepared in connection with the labour 
expense of the modem business is so great as to render pen-and- 
ink methods almost obsolete. 

This work naturally divides itself into two parts, which form a 
total check upon each other, being those of accountiiig analysis and 
statistical ancilysis. 

The accounting analysis provides for the preparation of the pay 
roU, dissecting the total salaries and wages over departments and 
sections of departments, so that predetermined totals are inde- 
pendently available as a check on the statistical analysis. Machines, 
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not provided with typewriting equipment, which have been specially 
built for the purpose can be used for this work, combined with the 
use of some addressing machine, such as the Addressograph or the 
Adrema. There is so much repetitive work involved in the prepara- 
tion of pay rolls that it will be found generally more economical to 
use £his combination of machines rather than the t5q)ewriter 
accounting machine. However, each case must be considered upon 
its own merits, and sometimes a combination of calculating machines 
and t3q)ewriter adding machines are used. 

The statistical work required by the factory in respect of labour 
expense will be for the purpose of costing, ascertaining labour 
efficiency, studying the effect of the peak production factor, and 
to meet the requirements of any bonus scheme that may be in 
existence. 

The usual analysis required wiU be under piece-work, time- 
work and bonus work, which will be further analysed under direct, 
indirect and supervision labour, classified as to male and female, 
and may be required under departments, operations, processes, 
jobs, machine units or production units. This analysis will usually 
also be required as to amount, hours worked and quantities produced. 

The origin of both the accounting and statistical analysis will 
be either a time ticket, or time-recording clock card and piece-work 
and job cards. 

The statistical analysis will be done mainly through the costing 
department, either on tabulating machinery or by means of a labour 
distribution sheet prepared with the aid of adding and calculating 
machines and non-typing accounting machines. The result of this 
statistical analysis will then be checked in total with the accounting 
analysis which has been prepared independently. 

There must be a proper system for making-up and pa3dng wages 
and the clerks engaged in this work should not be concerned in 
either the accounting or statistical analysis. The payment of wages 
should be made from recognised pay centres. Coin counting and 
sorting machines will be found a useful aid to the preparation of 
wages for payment. 

The safeguards, which are preserved against collusion and the 
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insertion in the pay roll of dummy employees, are therefore as 
follows : — 

(1) The reconciliation of the independent analysis for accounting 
and statistical purposes. 

(2) The use of time-recording clocks. 

(3) The indepeiadent pa3mient of wages. 

Time-recording clocks can now be used which are electrically 
controlled from a master clock, which ensures the same time being 
recorded throughout the factory. These clocks are not only used for 
timing employees in and out of the factory, but they are also em- 
ployed recording actual time on jobs or processes. 

Factory Overhead Charges , — ^With the growth of experience in 
costing methods has come the realisation, among other things, that 
careful and scientific analysis of overheads is absolutely essential to 
the proper ascertainment of cost. 

The early methods of grouping the overhead expenses in the ac- 
counting system, and allocating them to costs on the basis of a per- 
centage on materials or on materials and labour combined, have in 
general been proved not only inefficient, but entirely misleading 
and in many cases ridiculous. 

To-day, cost allocation of factory overheads calls for analysis of 
expenditure by reference to departments, processes, power units, 
factory machines, factory area, &c. The aid of adding machines, 
calculating machines and, sometimes, accounting and tabulating 
machines, therefore, has had to be requisitioned to cope with this 
analytical work in order that it can be accomplished with greater 
accuracy, at efficient speed, and at an expense which justifies the 
existence of a costing system. 

Mechanical methods also facilitate the reconciliation of the cost 
accounts with the financial accounts, when both are built up by 
mechanical means from the same original documents. 

Purchasing Accounting and Statistics, 

The method of dealing with the bought ledger or accounts payable 
function of accounting and the type of accounting machinery to be 
applied will depend, of course, upon the nature and extent of the 
work involved. 
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In considering the application of mechanical accounting to this 
accounting procedure, the method of dealing with invoices, the 
keeping of the accounts payable and method of making pa5mients 
must come under review. 

It has already been indicated that there should be a central 
department for dealing with invoices and the method of handling 
goods or materials received under the '' apron '' system has been 
explained. All invoices, whether for goods received or expenses, 
should first pass through this central department for registration. 

The successful working of the accounting system with mechanical 
means in the accounts payable department depends to a large extent 
upon the prompt receipt of invoices. At one time this was an immense 
stumbling block, but suppliers have now, in the majority of cases, 
been educated to sending in their invoices upon the despatch of goods. 

When the invoices are received, they should have attached to them 
the copy of goods received '' apron.'' They should then be checked or 
marked off, as to prices, quantities and specification, with the copy 
order which will have been received from the purchasing department. 
The invoice is then ready to commence its mechanical tour. 

After the foregoing procedure the invoices will be checked arith- 
metically and, for this purpose, if the daily number of invoices dealt 
with is large, it will be advisable to install a battery of calculating 
machines. The next procedure will be to register the invoices, and 
this will be done on typewriters with adding attachments, or type- 
writer-adding machines. The method of registration may depend 
upon whether the accounts payable are grouped alphabetically, 
geographically or departmentally, or, alternatively, the registration 
may be made departmentally and the invoices subsequently sorted 
to alphabetical ledgers for the purpose of obtaining a predetermined 
total for the control of the particular group of ledger accounts, the 
latter course being advisable. 

The registration sheets will, in effect, take the place of the bound 
bought journal. 

Expense invoices, after being classified by the internal audit 
department, will also be registered, a separate registration sheet 
being used for each class of expense. 
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The accounts payable invoices will be sorted and passed to the 
ledgers for posting to the individual suppliers' accounts by means of 
accounting machines and totals will be posted to the ledger control 
card. The ledger accounts should be kept on cards which may be 
contained in trays, or in a loose-leaf ledger which operates as a tray 
when in use, but can be closed as a loose-leaf ledger when not in use. 
These trays, which are mounted on trollies and, therefore, easily 
transportable, are kept alongside the machine operator while in use, 
and when not in use are generally locked in a special fire-proof strong 
room. 

The mechanisation of the accounts payable procedure has meant 
the training of suppliers to receive the purchaser's statement of 
account instead of sending his own. This was at first a difficulty, but 
now suppliers readily fall in with the suggestion, as they find it of 
advantage to themselves. 

The ledger machines will each be responsible for an alphabetical 
group of suppliers, and the fact that each machine will have its own 
control account, which wiU be checked independently by the group 
ledger total account prepared by the statistical department, renders 
localisation of errors much easier, particularly as each ledger will 
be balanced daily. This daily balance of ledgers is one of the greatest 
advantages of mechanical accounting, and it extends, of course, to 
all ledgers, whether they be accounts payable, accounts receivable, 
or nominal. 

The question of discounts is also of great importance and provi- 
sion must be made upon the ledger cards for record of discount 
terms, or, alternatively, a visible index should be kept alphabetically 
giving particulars of each supplier and terms of trading. 

The rule as to payments should be that all, other than petty cash 
payments, must be made by cheque. There have been in existence for 
some time various cheque-writing devices introduced as a protection 
against the fraudulent use of cheques. From these has developed the 
pin-point cheque-writing typewriter, which not only types the cheque 
with the same protection, but at the same time, and made as copies of 
the cheque itself, prepares an authorisation sheet giving authority to 
the bank to meet the cheques mentioned therein and also prepares a 
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statement in duplicate which becomes the accounts payable cash book, 
the duplicate being used as the cash posting medium to the ledger. 

The authorisation sheet, which can contain particulars of at least 
fifty cheques, is signed by the executives in the same manner as they 
would have signed the cheque before the introduction of this system, 
the cheques themselves usually bearing facsimile signatures of two 
officials of the concern. 

It is obvious that the saving of executive time in this direction is 
no mean consideration, for, in place of every signature required 
formerly, at least only one in fifty is now required. 

From the point of view of safety the authorisation sheet, which is 
despatched to the bank at the same time as the cheques are posted, 
ensures that no cheques are met except those officially drawn and 
authorised. 

In addition to the accounting detail dealt with by office machinery 
in connection with accounts payable, there is a great deal of statistical 
analysis to be mechanically performed. This statistical work is 
required for purposes of unit stock control, control of departmental 
commitments and the purchasing controller may require statistical 
information as to prices and quantities purchased in particular 
markets, or from particular suppliers. This work is sometimes done 
on t 37 pewriter accounting machines and sometimes on tabulating 
machines, where these latter machines are already in use on other work. 

The safeguards still retained in mechanisation in connection with 
the purchasing accounting branch of the accounting function, there- 
fore, are as follows : — 

(1) The ledger machine operators are not allowed to handle 
cash, and the cashiers are prohibited from dealing with 
ledger machines or accounts. 

(2) Group ledger total accounts are kept by the statistical 
department as a check upon the group ledger control ac- 
counts kept by the machine operators. 

(3) The basic documents used for both accounting and statistical 
purposes are the properly registered documents of original 
entry. 

(4) A more efficient check on goods received is provided. 
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Sales Accounting and Statistics. 

There is, possibly, greater scope for mechanisation in connection 
with sales accounting and statistics than is the case with any other 
branch of the accountancy activities. At all events it is this branch 
of accounting which usually receives first attention when mechanisa- 
tion has been decided upon. 

The accounting field covers invoicing or billing, sales ledgers or 
accounts receivable, cash receipts and credit control, in all of which 
there is room for mechanisation or some form of labour-saving 
device, such as the visible index. 

Accounting analysis usually requires the sales to be dissected into 
wholesale, retail, cash, credit, mail orders, and export. Also, further 
accounting divisions have to be made to meet hire purchase, instal- 
ment sale, and sale or return business, and to deal with returns and 
allowances and cash discounts. 

In addition to the foregoing, the statistical sales dissection may 
have to be made departmentally, geographically, over commodities, 
to group ledgers, to sales people for commission purposes, and for 
stock control requirements. Usually this analysis is done by the 
statistical department independently of the accounts receivable 
department, and provides, among other things, an independent 
check on that department by the preparation of sales ledger total 
accounts for each group of ledgers, which are agreed daily with the 
control accounts of the various group ledgers. 

Further analysis of a statistical nature may be required for the 
purpose of ascertaining velocity of turnover in certain districts or by 
particular agents, for calculating royalties payable, for providing 
information as to deliveries by districts, for the purpose of testing 
the pulling power of advertising — either by reference to the form 
of advertising or by district, and for the purpose of ascertaining the 
efficiency of salespeople. Most of this analytical information will be 
required in quantities and types of commodities as well as in amount. 

It is obvious, therefore, that without mechanisation, in a business 
of any size, it would be impossible to cope with the work entailed in 
sales accounting and statistical analysis, except at enormous expense, 
rendering much of the work itself not worth the effort. 
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The basis of the analysis and posting media will be the documents 
of original entry, such as the sales dockets, duplicate cash receipts, 
returns vouchers, &c. The documents of original entry will be 
numbered and, in order to ensure that all dockets are accounted for, 
an adequate system of registration must be in use and a proper 
system of filing installed, so that all dockets may fee readily available 
for reference when required subsequent to posting. 

It may be found necessary, on the grounds of economy and/or 
convenience, to have the documents of original entry prepared by 
hand, e.g. where the business is engaged in retail distribution, while 
in other cases, where sales are not made over the counter, it will in 
the main be more expeditious to have them typed on accounting 
machines specially built for the use of fanfold or continuous stationery. 

In general, the machines required to meet the needs of sales ac- 
counting and statistics will be adding, calculating, billing or in- 
voicing, and ledger-posting machines. In addition, or alternatively, 
according to the circumstances, cash registers may be brought into 
use for dealing with cash receipts, and there are special types of 
accounting machines suitable for hire-purchase and hotel accounting. 

In some concerns tabulating machinery is employed throughout 
the accounting system, while in other cases accounting machines 
are now used which combine the functions of the billing and ledger- 
posting machines. 

The adding and calculating machines are more particularly 
employed in the statistical and internal audit sections of the account- 
ing department in checking calculations on original documents, not 
already prepared on accounting machines, and analysing sales to 
salespeople and group ledger total accounts. 

The main safeguards preserved in the mechanical sales accounting 
procedure are as follows : — 

(1) The daily check on the group ledger control accounts by the 
independent sales ledger total account prepared by the 
statistical section. 

(2) The provision that group ledger machine operators are not 
allowed to handle cash and cashiers are not permitted 
to touch ledger accounts. 
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(3) All cash received must be banked daily. 

(4) The basic documents used for both accounting and statistical 
purposes are the properly registered documents of original entry. 

General Accounting, 

The nominal and private ledgers should contain within themselves 
all the necessary ^ata for the extraction of a trial balance. Whether 
or not mechanisation should be apphed to these ledgers will depend 
upon the circumstances of each business and the extent to which 
analysis of nominal and private ledger accounts is required, but 
whether these ledger accounts are written up by hand in loose-leaf 
or bound ledgers, or are prepared on the card or loose-leaf principle 
by machinery, it is essential that they should be so arranged and 
classified as to provide the greatest facility for the preparation of 
the periodical manufacturing, trading and profit and loss accounts 
and the balance sheet. 

The nominal and private ledger accounts will be written up from 
the main cash book, the expense summary cards prepared in the 
central invoicing department, and from the purchases and sales 
ledger total accounts prepared in the statistical section, or, alterna- 
tively, a further check may be provided by building up these total 
accounts independently in the ledgers from the merchandise sum- 
mary cards, cash analysis, &c. In addition, it wiU probably be 
necessary to keep anal5d:ical journals for the nominal and private 
ledgers to take care of extraordinary items outside the ordinary 
accounting routine. 

Mechanisation and the Auditor 

It has already been emphasised that no alteration in method of 
accounting should be permitted without prior consultation with the 
auditor. The main reason for this is to give the auditor an oppor- 
tunity of satisfying himself as to whether or not he can adjust his 
audit programme to meet mechanical accounting conditions without 
violating the duties of his office. 

Apart from mechanical accounting, in the past the auditor fre- 
quently has had to adjust his programme and requirements to meet 
changing accounting conditions. At one time he insisted upon all 
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items not passing through any other book of original entry being 
journalised. The business need for the speedy production of audited 
accounts, however, persuaded him to modify this demand with regard 
to the journalisation of unexpired payments and accrued charges, 
which were then dealt with by bringing down such items in the 
particular ledger account concerned without being passed through 
any book of original entry. Again, when business transactions were 
on a smaller scale than at present, he considered it his duty to check 
in detail all transactions of whatever nature entered in the books of 
account, but with the subsequent introduction of ledger total or 
adjustment accounts he displaced much of this detailed checking by 
relying upon a system of check by tests. 

In examining mechanical methods, therefore, from an audit point 
of view, the auditor must be prepared to make necessary adjustments 
in his programme to meet business requirements, provided he can 
satisfy himself by adequate tests that — 

(1) All transactions are properly recorded. 

(2) All transactions are properly authorised. 

(3) The usual accountancy safeguards have been preserved and 
the possibility of coUusion reduced to its minimum. 

In addition, he should satisfy himself as to the reliabihty of the 
machinery itself and that the method of handling documents of 
original entry does not prevent him tracing the records right 
through the accounting system if he so desires. 

Mechanisation has greatly reduced the human element in ac- 
counting, but it has by no means eliminated it. The auditor, there- 
fore, should carefully examine those parts of the mechanical system 
where the human factor comes most into play and see that the 
system of internal check in use to meet this condition is adequate. 
In this respect he may be satisfied that, in addition to his general 
audit tests, he can rely to a great extent upon the checks given by 
the machinery itself, such as proof sheets, audit strips and the 
working to independent predetermined totals and the further check 
provided by a proper system of control accounts. 

The general system of internal check and methods of allocating 
expenditure must also receive the careful attention of the auditor. 
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Mechanical accounting has undoubtedly decreased the detailed 
audit work of the professional accountant, but, on the other hand, it 
should have increased the work in his capacity of accountant if he is 
really alive to the possibilities of office machinery, for his services 
will be called upon both to advise as to suitable machinery and to 
devise suitable mechanical accounting systems. This has been 
recognised, at least, by some of the larger firms of professional 
accountants, who now employ mechanisation experts on their staff. 

The need for co-operation with the professional accountant has 
been recognised by the manufacturers of accounting machines, who 
in many cases employ qualified accountants on their selling staffs 
which should ensure a proper appreciation of the auditor's view- 
point. 

Accounting machinery has been developed to such a high state of 
efficiency that auditors, who are familiar with its use, rarely have 
any auditing objections to offer against its employment at the present 
time. In this respect the following typical replies to a questionnaire 
on the subject received from two of the leading manufacturers are 
interesting : — 

(1) It may properly be said that the objections raised by 
auditors as a rule are mainly due to their very natural and 
proper conservatism, as well as to the fact that only in recent 
years have any great number of the profession become in any 
degree familiar with the extent to which machines can actually 
aid in the solution of their problems. The increased interest 
which members of the profession have shown in machines and 
machine methods in recent years is certainly bringing about a 
more favourable attitude on their own part toward office 
mechanisation, but also a concurrent improvement in the 
methods of application." 

(2) The majority of objections that arise in the minds of 
accountants and auditors who are not familiar with machine 
methods, can be traced to the necessity of doing certain things 
in certain ways — ^under the pen and ink system. Long years of 
experience of pen and ink methods have taught accountants and 
auditors that certain practices are essential for checking and 
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proving all bookkeeping work that is dealt with by the human . 
hand and brain. 

It is easy to appreciate that an accountant or auditor who 
has little or no acquaintance with machine methods finds it 
extremely difficult to understand how certain of these estab- 
lished practices can be entirely dispensed (with under the 
machine method, with any degree of safety. 

Nevertheless, it is a fact that in an efficient machine system 
— ^with its automatic mechanical proof of every stage of the 
routine right up to the final balance — the majority of the 
objections visualised simply do not arise in actual practice. It 
is a matter of obtaining a complete picture of the whole routine, 
rather than of looking at one particular phase of it in the light 
of past experience. 

“ Actual inspection of an efficient machine installation will 
quickly dispel the doubts of any accountant or auditor, who is 
concerned about what will prove to be the imaginary drawbacks 
of the machine system.'' 

There are still, however, some professional accountants who find 
it difficult to adjust themselves to mechanical methods, but as ex- 
perience of mechanisation grows this difficulty tends to become 
ehminated. The prejudices against the use of loose-leaf or card 
ledgers and the absence of journalised entries are fast disappearing 
with the present successful use of mechanical methods in the largest 
and most reputable concerns in almost every line of business. It 
seems, therefore, that the time has arrived when greater attention 
should be paid to the subject of mechanical accounting in the profes- 
sional examination syllabus and arrangements made for lectures 
and machine demonstrations for accountant students, so that the 
future generations of professional accountants will secure and 
maintain a status in this ever-widening field of accounting procedure, 
such as they have hitherto enjoyed in past accounting prac- 
tice. 

Installation of Mechanical Accounting 
In order to obtain the utmost efficiency from accounting machines 
it is absolutely necessary to study carefully the requirements for its 
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proper installation, for, sometimes, the machines are blamed for 
faults arising from the lack of attention to what are thought to be 
obvious details. 

The first essential is that the accountant must carefully study, 
in collaboration with the auditor, any alterations required in the 
accounting system to meet the installation of mechanical methods 
and also to consider the effect of such changes on business routine. 

It will be found generally that few accounting machines can be 
made to pay their way unless they are employed almost to full 
capacity. To enable this to be accomplished, the work of the 
machines must be carefully planned and allotted by the accountant, 
who will find the machine manufacturers, or their selling organisa- 
tions, eager to give him the utmost help in this direction. 

Accommodation should be provided which will facilitate the full 
employment of the machinery by the centralisation of the work. 
The lay-out of the accounting machinery itself should be so arranged 
that the work flows freely from one operation to the next, so that 
the amount of running about by operators and others is reduced to 
a minimum. 

Careful attention must be given to the provision of adequate 
lighting arrangements, both daylight and artificial, which latter 
should be so distributed as to give a proper diffusion of light, thus 
avoiding what might otherwise be a serious handicap on the machine 
operator. The sitting posture of the operators should also be studied 
to provide the maximum avoidance of fatigue. 

The noise factor, which is ever present when machinery is em- 
ployed, should also be carefully considered and, if deemed neces- 
sary, arrangements should be made to dampen this down as much as 
possible by acoustic treatment of ceilings, floors and walls, &c. 
The leading makes of acoustic materials are Acousticos, Celotex, 
the Johns-Manville System, May's Acoustic Products, Newalls 
Asbestos Products and Slagbestos. Machine manufacturers have 
given quite considerable study to this problem and in many cases 
have made great improvements in the machines themselves from 
the standpoint of noise reduction. 

The use of machinery in accounting requires a higher standard of 
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intelligence and alertness in the machine operators than is usually 
required in clerks engaged in the ordinary routine of bookkeeping. 
The accountant, therefore, should ensure that his operators have had 
sufficient training before he installs his machinery. Here again most 
machine manufacturers, or their selling agents, will give the utmost 
help and not only train an adequate number of machine operators, 
but provide supervision for some time after installation. 

Where machinery is used to any great extent, proper provision 
should be made for its upkeep and supervision, so that any initial 
difficulties can be promptly dealt with. Where the machines are 
operated by electrically driven motors, care should be exercised in 
providing safeguards, by supervision or otherwise, to ensure that the 
electric current is not left switched on when the machine is not in use. 

Installation difficulties generally arise from lack of co-operation 
of the staff, inadequate planning and the necessity sometimes of 
running the old and new systems together for a period. These 
difficulties, if they do arise, are soon overcome with patience, de- 
termination, and the unstinted assistance generally given by the 
manufacturers. 

Accounting and Calculating Machinery 

We have thus examined the growth in analytical work to meet 
management demands, the higher status of the accountant, the need 
for a proper classification of accounts, the general apphcation of 
machinery to the accounting and statistical system, the relation of 
mechanisation to the auditor, and the precautions to be taken in 
plaiming the installation of machinery. It remains for us now to 
consider the factors governing the choice of machinery and the 
different t37pes of machines available. 

Choice of Equipment 

There is now on the market an almost unlimited range of equip- 
ment for mechanical accounting and calculating, in each class of 
which there are different types, with special advantages of their own 
and varying degrees of efficiency. It is not within the scope of this 
paper, however, to express any preference for any particular type of 
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accounting or calculating machine, as this can be done only by refer- 
ence to the varying accounting needs of each business. It therefore 
is possible to give only a guide to the general factors which should 
influence the choice. 

All accounting machines are equipped with features that prac- 
tically produce ^he same accounting or statistical results, '"and the 
relative merits of the various classes of machines will depend on the 
method employed to obtain these results. 

The main considerations in the choice of accounting, statistical, 
or calculating machines will be, therefore : — 

(1) Speed and simplicity of operation, in this respect it will 
also be necessary to study the merits or demerits of mechan- 
ically and electrically operated machines, to distinguish 
between machines with and without typewriter attach- 
ments and the difference in machines upon which the 
operator's work is visible or non-visible. The number of 
machine operations necessary to complete an accounting or 
calculating record should also be examined. 

(2) Accuracy and method of proof. 

(3) Flexibility, that is, capability of being used for varying 
accounting operations. 

(4) Space required for efficient working of machines. 

(5) Cost, that is, the expense in relation to the advantages to 
be obtained from the use of a particular type of machine, 
not merely from the point of view of savings in expense, but 
also in the provision of greater accounting efficiency. 

In comparing the different makes of accounting machines, special 
consideration should be given to keyboards, carriages and method of 
accumulation. 

The four main t5rpes of keyboard are the full or multifigure visible 
keyboard, ten-key keyboard, twelve-key keyboard and the typewriter 
keyboard. 

The usual types of carriages are the manually tabulated, key 
tabulated, visible automatic and blind automatic. Manually tabu- 
lated carriages, however, are not found on the latest machines, as 
they are generally admitted to be too slow in operation. 
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The methods of accumulation are register accumulation and adding 
machine accumulation. In the former case totals are cleared by 
copying them and subtracting in the machine, while in the latter 
case the machine can be cleared by depression of a motor bar. 

Other important matters to consider before the choice of machine 
is finally made are method of stationery feed, autoi^iatic printing of 
ciphers and punctuation, split or unlimited platen devices, cross- 
footing totalling devices, method and proof of pick-up of old balances, 
capacity of machine for storing totals, method of transfer of totals 
from one register to another and manufacturers' service arrange- 
ments. 

Each type of keyboard, carriage, method of accumulation, &c., 
must be considered by reference to the particular work for which 
the machine is required. The main points to be watched are speed of 
operation and degree of effort required by the operator. 

The most important guide in making a choice of machine is the 
demonstration of the machine itself, which will be given freely 
by the various manufacturers. The demonstrations, however, if 
possible should be obtained on the actual work for which the machine 
is being considered, so that an exact comparison of results may be 
made. 

Different Types of Machines available 

In order to make this paper of the utmost use to accountants, it is 
necessary to detail, as far as possible, some of the different types of 
adding, calculating and accounting machines at present on the 
market. 

It will not be possible, of course, to go into the mechanical opera- 
tions of all these machines, or even to detail the specialities of each 
make, and for that reason the names and addresses of the principal 
manufacturers or agents are given as an addendum, so that 
accountants can arrange for demonstrations at will. 

We can deal here only with the special features of standard ma- 
chines, but the leading manufacturers of accounting machines usually 
undertake, when necessary, and within limits, to adapt their stand- 
ard machines to the special requirements of any particular business 
or accounting procedure. 
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For our present purpose we will divide the machines for con- 
sideration under the following general heads : — 

(1) Adding and calculating machines. 

(2) Accounting machines. 

There are, of course, numbers of other machines and gadgets in 
use in the office, such as duplicating, franking, dictating, letter 
opening, addressing, endorsing and signature machines, &c., but 
which do not come within the scope of a paper on mechanical 
accounting. 

The order in which the various makes of machines are mentioned 
is purely alphabetical and must not be taken as suggesting any order 
of preference, which can be decided only in relation to the actual 
work for which the particular class of machine is required. 

Adding and Calculating Machines, 

The difference between adding and calculating machines lies in 
the fact that the former machines, although in some cases built to 
subtract and multiply by adding methods, are primarily built for 
pure addition work, while the latter machines perform the functions 
of addition, subtraction, multiplication and division. 

Both classes of machines, which are made in portable, desk and 
stand models, may be operated either by hand, electrically, or in 
some cases by both methods and may be listing or non-listing 
machines. In addition, duplex mechanism is fitted to many machine 
models, which enables two independent sets of figures to be listed 
and added simultaneously. This feature is especially useful for trial 
balance purposes, as it permits the machine to accumulate separate 
totals of debit and credit balances concurrently. Nearly aU makes 
can be supplied for £ s d or decimal additions and calculations and 
there are machines available for calculation of weights and measures. 

Adding machines are generally of the visible keyboard type and 
are in three classes, standard keyboard, twelve-key keyboard and ten- 
key keyboard. They are nearly all fitted with total, sub-total, 
non-add, repeat and error control keys and the listing machines 
have usually a non-print lever. Adding machines are supplied with, 
or without, direct subtracting device and are generally designed to 
include multiplication. 
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Calculating machines can be obtained with either fully automatic 
or s^i-automatic mechanisms for multiplication and division. 

The best known makes of adding machine grouped according to 
style of keyboard are as follows : — 

Standard keyboard, 

Addo, Barrett, Burroughs, Comptometer, IJirect, Monroe, 
National and Victor. 

Twelve-key keyboard. 

Dalton, Remington, Sundstrand and Monarch. 

Ten-key keyboard. 

Odhner. 

Calculating machines are of three t5^es, namely, standard key- 
board, barrel and slide setting, the principal makes of which are as 
follows : — 

Standard keyboard. 

Archimedes, Burroughs, Comptometer, Hamann, Madas-Port- 
able, Marchant, Mercedes-Sterling, Millionaire, Monroe and 
Muldivo. 

Barrel ty^pe. 

Brunsviga, Lusid, Marchant-Junior, Mercedes-Melitta, Mira and 
Odhner. 

Slide Setting type. 

Mercedes-Euclid, Tim and Unitas. 

Some of the standard keyboard type of calculating machines 
mentioned above also combine the slide setting operation. 

Accounting Machines. 

There is an almost unlimited choice of accounting machines now 
on the market, each make capable of obtaining similar accounting 
results by differing methods and, therefore, with differences as to 
speed of operation, flexibility, methods of proof and expense. 

The accountant must consider, however, the different types in 
the light of the work for which the machine is required and no general 
recommendation can be given within the limited scope of a paper of 
this character. For example, for hire-purchase or hotel accounting 
the National 2000 or 3000 class machines may be found to be the 
most suitable, while for preparation of payrolls and similar work 
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Burroughs or Smith Premier machines may possibly be used to 
greater advantage. Again, in engineering works, the punched card 
machines of Hollerith or Powers may be required. 

The choice of machine all depends, therefore, on the nature and 
volume of the work involved and the limit of initial expense. The 
points to watch when comparing the merits of various makes have 
already been considered. 

In nearly all cases, accounting machines can be had either hand or 
electrically operated and many of them are fitted with cross totalling 
devices. 

While there are differences in construction between different makes 
within each classification, the following are the main classifications 
of machines : — 

(1) Typewriters with adding box or register attachment. 

Typewriters of nearly all makes are built for invoicing or billing, 

with special attachments to take fanfold, interfold and continuous 
stationery. In addition, t37pewriters with adding box attachments, 
which are detachable, are used for billing, ledger posting, cheque 
writing and cash accounting under the system that has already 
been explained when dealing with accounts payable. 

This type of machine is built for vertical or cross totalling as required. 

Some machines of the vertical tjqje are capable of giving up to 
thirty vertical totals and in addition may be fitted with a dual cross 
totalling mechanism, which gives two horizontal totals which can 
be used for sterling, sterling and currency, units and currency, or 
units and sterling. 

Although these accounting machines can very often be usefully 
employed in the general scheme of mechanisation for large concerns, 
much greater scope will be found for their employment in the smaller 
business. They can be used either as accounting machines with full 
typing facilities, or as ordinary typewriters, although it is not 
economical to use the machine in this latter capacity. 

The principal makes of this type of accounting machine are 
Remington, Smith Premier and Underwood. 

( 2 ) Flat-bed type. 

Machines of the flat-bed type are similar to the typewriter class, 
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but instead of the printing being done on the usual typewriter carri- 
age the machines are mounted upon a flat platen or table, upon 
which the accounting forms are placed and operated upon by the 
typewriter, which moves automatically to each writing position up 
and down the table on ratchets. Machines of this type are built for 
all kinds of accounting work and the principal rqakes are Elliott- 
Fisher and Mercedes. 

The National also have a flat-bed tjpe of machine, not of the type- 
writer class, which performs four operations simultaneously. 

In addition to the above, Elliott-Fisher still build and market a 
flat-bed type of machine for working on bound books, but this is a 
clumsy method of accounting. 

(3) Adding machine type. 

This type of machine, which has for its basis the adding-sub- 
tracting machine, is built either with or without typewriter com- 
bination, while other machines in this class have the printing of 
special words such as '' Goods,'' '' Cash," '' Returns," &c., provided 
in the machine itself. 

These machines are also supplied with an automatic dating device 
and they are suitable for all kinds of accounting and statistical work. 
There are special machines for dealing with cash, hire-purchase, 
public utility, bank and all classes of specialised work. There are 
also machines in this class for cheque and receipt writing, cash 
accounting and the preparation of dividend statements and warrants. 

The accounting machines of this type are made with two different 
styles of keyboard, the visible standard adding machine keyboard 
and the twelve-key keyboard. 

The principal makes with the standard keyboard are Burroughs 
and National, who both have an exceedingly fine and efficient range 
of this class of machine. 

The principal makes of the twelve-key keyboard machines are the 
Dalton and Sundstrand, which make a speciality of the touch opera- 
tion, that is to say, operators are trained to work by touch without 
watching the keys. The advantages of this method in ordinary 
typewriting work are well known and the use of touch opera- 
tion in figure work by efficient operators may be of equal value. 



3i8 


MECHANICAL ACCOUNTING 


Machines of this twelve-key class do not, however, automatically 
print cyphers and, when it is considered that it is estimated that from 
30 per cent, to 50 per cent, of all figure work is made up of cyphers, 
it win be realised that the lack of this feature is a distinct handicap. 

The principal difference between the typewriter-adding machine 
combination and^the typewriter with adding box attachments, pre- 
viously mentioned, lies in the fact that the former machines were 
built primarily as adding-subtracting machines, the typewriter 
equipment having been added subsequently, while the latter ma- 
chines were built for use as typewriters with the subsequent addition 
of adding boxes, or totalisers. 

(4) Punched card or tabulating system. 

The punched card, or tabulating, system is one which has come 
more to the front in recent years. It is more particularly suitable 
for businesses in which there is a great deal of analytical work to 
be done under many classifications, because this system is expensive, 
from the point of view of either capital outlay or rental and therefore 
requires to be worked to full capacity. It differs entirely from other 
accounting machines. The principal difference is that it is not only a 
machine, but a system. 

The basis of this system is provided by cards punched with the 
data taken from the documents of original entry, the punched 
holes supplying the means of selection for sorting and tabulating. 
The system consists of four operations, punching, automatic verify- 
ing, sorting and tabulating. All work becomes mechanical after the 
original punching and verification operations, which are the only 
hand operations, and thereafter the human element is reduced to a 
minimum. Gang punches are also supplied when required for 
punching numerous cards with the same information at one operation. 

The two makes of this class of accounting machinery, which is 
used in some businesses throughout the whole accounting and 
statistical system, are Powers-Samas and Hollerith. 

In the case of Hollerith the punching, verification and sorting 
operations are standard to all installations, but there are varying 
types of tabulators as follows : — 

Hollerith Non-Listing machine, which merely totals the cards in 
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counters or registers, leaving the operator to record by hand the 
totals shown on the counters. 

Hollerith Printing and Listing machine, which either lists the infor- 
mation contained on every card and accumulates totals and prints 
them when required, or it will merely print totals for groups of cards. 
This type of machine is generally used for statistical and costing 
work. 

When Hollerith machines are applied to billing, ledger posting or 
other accounting work, two fitments are attached to the tabulator, 
one for automatic subtraction and the other a printing device for 
describing the items. An automatic statement device is also fitted 
to the ledger posting machines to cope with continuous fanfold 
stationery. 

Powers-Samas have a similar range of machines to Hollerith, the 
main difference between the two being that, while Hollerith tabulators 
are operated electrically by plugs which can be adjusted at will. Powers 
tabulators are mechanically operated by pre-determined pin boxes. 

Hollerith tabulating speed is 9,000 per hour, while that of Powers 
varies from 4,800 to 7,000 per hour, according to the class of work to 
be operated. The sorting speeds of the two systems are the same, 
being 24,000 per hour. 

Powers also make a smaller scale machine, which is called '' Powers 
Four/' suitable for accounting work in smaller concerns. 

Hollerith machines, except punches, cannot be purchased ; they 
can only be rented, while those of Powers cannot be rented but must 
be purchased either outright or on hire-purchase. 

The Paramount system, although not an accounting machine 
system, also provides for punched cards and sorting by needle, but 
no provision is made for tabulation. This system is useful when the 
tabulating work is so small in volume that it can be accomplished 
better by hand, or in conjunction with the use of adding or calcu- 
lating machines. 

(5) Campos type. 

The Campos machine, which is a new machine of a semi-tabulating 
type, in a class by itself, has a double entry device and 1,000 registers. 
It will accumulate amounts in any one of these registers for any 
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length of time. It is not so flexible as some of the other makes of 
machines, but has great possibilities and is worth investigation. 

The main features of this machine are that it will : — 

{a) Automatically pick up and print the old ledger balance. 

(6) Print debits and credits automatically in their correct columns . 

[c) Automalically compute and print the new balance. 

[d) Stores such new balance. 

[e) Automatically accumulate postings for double entry purposes. 

(/) Automatically give a trial balance by the setting of a lever. 

This machine will probably be found most useful for stock control 
work, or expense analysis. In view of its lack of flexibility, it is, 
however, an extremely expensive machine. 

(6) Copying type, 

A German machine which has just been introduced on the British 
market is also in a class by itself and is styled '' Ormig.” It has been 
in use in Germany for some time with success, but is little known in 
this country. 

The '' Ormig '' is in fact a copying machine. The original entries 
are made on a sheet of paper called the Master with a sheet of 
Ormig Carbon placed behind it. In this manner a negative or mirror 
print impression is obtained and at the same time, and by the same 
operation, a duplicate master is prepared which becomes virtually a 
book of original entry when used for accounting purposes. 

The master can be handwritten, typed, or prepared on any 
accounting or tabulating machine and once it has been checked it 
is claimed that the possibility of subsequent error is eliminated. 

The pick-up of the master sheet is automatic after placing it on 
the Ormig machine, which is a fiat table with a rotary copying device 
and similar in appearance to many ordinary duplicating machines. 
The ledger cards, dockets, or records are fed into the machine by 
hand and each posting is effected by the depression of a treadle, 
which operates the rotary drum upon which the master has been 
secured. Alignment is instantaneous and registration is automatic. 

The Ormig method can be applied to every class of accounting and 
statistical requirement of a posting or a copying nature. There is, 
however, no adding or calculating device attached to the machine 
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and all postings are made in detail, which somewhat limits the 
scope of the machine. 

Conclusion 

In conclusion it must be emphasised that, if mechanical account- 
ing is to be employed with full benefit, we must realise not only the 
need for the production of adequate data, but also the even greater 
necessity for the proper arrangement of that data and its intelligent 
interpretation. In this latter sphere the professional accountant plays 
an all-important part by directing investigation into its proper channels 
through the medium of his detached view of the business as a whole. 

There is no doubt that mechanical accounting has not only come to 
stay, but will continue to grow and as time passes will become more 
and more simplified in operation. As professional accountants, we 
must be fully alive to this fact and take it into full consideration 
when devising or overhauling accounting systems. 


Addendum 

Name and Address of Maker 
Type {or Agent) 

Adding Block & Anderson, Ltd., 

Machines Brunsviga House, 3 Snow Hill, 

London, E.C.i. 

Burroughs Adding Machine, Ltd., 

136 Regent Street, 

London, W.i. 

Felt & Tarrant, Ltd., 

Aldwych House, Adwych, 
London, W.C.2. 

Merkham Trading Co., Ltd., 

Bush House, Adwych, 

London, W.C.2. 

Muldivo Calculating Machine Co., Ltd., 
49 Queen Victoria Street, 

London, E.C.4. 

National Cash Register Co., Ltd., 

225 Tottenham Court Road, 
London, W.i. 


Trade 

Name 

Victor 


Burroughs 


Comptometer 


Monroe 


Barrett 


National 
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Name and Address of Maker 

Trade 

Type 

{or Agent) 

Name 

Adding 

Remington Typewriter Co., Ltd., 

Dalton 

Machines 

100 Gracechurch Street, 

London, E.C.3. 



Smith Premier Typewriting Co., Ltd., 

Dalton 


* 4 St. PauFs Churchyard, 

London, E.C.4. 



Underwood Elliott Fisher, Ltd., 

Bush House, Aldwych, 

London, W.C.2. 

Sundstrand 


Gilbert Wood (Arithmetical Machines) 

Addo 


75B Queen Victoria Street, [Ltd., 

Direct 


London, E.C.4. 

Monarch 

Odhner 

Calculating 

Block & Anderson, Ltd., 

Archimedes 

Machines 

Brunsviga House, 3 Snow Hill, 
London, E.C.i. 

Brunsviga 


J. C. Burnham <& Co. (Gt. Britain) Ltd., 
Bush House, Aldwych, 

London, W.C.2. 

Marchant 


Burroughs Adding Machine, Ltd., 

136 Regent Street, 

London, W.i. 

Burroughs 


Felt & Tarrant, Ltd., 

Aldwych House, Aldwych, 

London, W.C.2. 

Comptometer 


Mercedes Sterling Bookkeeping 

Mercedes- 


Calculating Machines, Ltd., 

Melitta 


51-54 Gracechurch Street, 

Mercedes- 


London, E.C.3. 

Sterling 

Mercedes- 

Euclid 


Merkham Trading Co., Ltd., 

Bush House, Aldwych, 

London, W.C.2. 

Monroe 


Muldivo Calculating Machine Co., Ltd., 

49 Queen Victoria Street, 

London, E.C.4, 

Muldivo 
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Name and Address of Maker 

Trade 

Type 

{or Agent) 

Name 

Calculating 

George Spicer, 

Tim 

Machines 

Market Place, 

Unitas 


Brentford, Middlesex. 

Mira 


Gilbert Wood (Arithmetical Machines), 

Hamann 


75B Queen Victoria Street, [Ltd. • 

Lusid 


London, E.C.4. 

Madas 

Millionaire 

Odhner 

Accounting 

Block & Anderson, Ltd., 

Ormig 

Machines 

Brunsviga House, 3 Snow Hill, 
London, E.C.i. 



British Tabulating Machine Co., Ltd., 
Victoria House, Vernon Place, 
Southampton Row, London, 
W.C.i. 

Hollerith 


Burroughs Adding Machine, Ltd., 

Burroughs 


136 Regent Street, 

Moon- 


London, W.i. 

Hopkins 


Mercedes Sterling Bookkeeping 
Calculating Machines, Ltd., 

51-54 Gracechurch Street, 

London, E.C.3. 

Mercedes 


National Cash Register Co., Ltd., 

225 Tottenham Court Road, 

London, W.i. 

National 


Powers-Samas Accounting Machines, 

Powers 


Aldwych House, Aldwych, [Ltd., 
London, W.C.2. 

Campos 


Remington Typewriter Co., Ltd., 

100 Gracechurch Street, 

London, E.C.3. 

Remington 


Smith Premier Typewriting Co., Ltd., 

Smith 


4 St. Paul's Churchyard, 

London, E.C.4. 

Premier 


Underwood Elliott Fisher, Ltd., 

Elliott Fisher 


Bush House, Aldwych, 

Sundstrand 


London, W.C.2. 

Underwood 
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Name and Address of Maker 

Trade 

Type 

[or Agent) 

Name 

Cashier 

Brandt Automatic Cashier Co., Ltd., 

Brandt 

Machines 

Washington House, 40-41 Conduit 
St., London, W.i, 



Burroughs Adding Machine, Ltd., 

136 Regent Street, 

London, W.i. 

Burroughs 


National Cash Register Co., Ltd., 

225 Tottenham Court Road, 

London, W.i. 

National 

Cheque and 

Burroughs Adding Machine, Ltd., 

Burroughs 

Receipt 

136 Regent Street, 


Writing 

London, W.i. 


Machines 

National Cash Register Co., Ltd., 

225 Tottenham Court Road, 

London, W.i. 

National 


Remington T5^ewriter Co., Ltd., 

100 Gracechurch Street, 

London, E.C.3. 

Remington 


Smith Premier Typewriting Co., Ltd., 

Smith 


4 St. Paul’s Churchyard, 

London, E.C.4. 

Premier 

Wages 

Brandt Automatic Cashier Co., Ltd., 

Brandt 

Paying 

Washington House, 40-41 Conduit 


Machine 

St., London, W.i. 


Acoustic 

Celotex Co. of Great Britain, Ltd. 

Celotex 

Materials 

324-6 Australia House, Strand, 
London, W.C.2. 



H. W. CuHum & Co., Ltd., 

Acousticos 


50-52 Britannia Street, 

Johns- 


King’s Cross, London, W.C.i. 

Manville 

System 


May Acoustics, Ltd., 

Maycoustic 


De Burgh Road, Wimbledon, 

Sabinite 


London, S.W.19. 

Cabot’s Quilt 


F. McNeiU & Co., Ltd., 

52 Russell Square, 

London, W.C.i. 

Slagbestos 
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Name and Address of Maker 

Trade 

Type 

{or Agent) 

Name 

Acoustic 

Newalls Acoustic Products, Ltd., 

Newalls 

Materials 

Asbestos House, Southwark Street, 
London, S.E.i. 

Asbestos 

Addressing 

Addressall Machine Co., 

Addressall 

Machines 

96 High Holbom, London, W.C.i. 



Addressograph-Multigraph, Ltd. 

Addresso- 


73-78 High Holbom, 

graph 


London, W.C.i. 

Multigraph 


Adrema, Ltd., 

136 Regent Street, London, W.i. 

Adrema 


Hayward Co., 

Addressamite 


62 Red Lion Street, 

London, E.C.i. 

Elliott 


Roneo, Ltd., 

5-11 Holbom, London, E.C.i. 

Roneo 

Time 

Blick Time Recorders, Ltd. 

Blick 

Recording 

174 Gray's Iim Road, 


Clocks 

London, W.C.i. 



Gledhill-Brook Time Recorders, Ltd., 

GledhiU- 


Empire Works, Huddersfield. 

Brook 


International Time Recording Co., Ltd., 

International 


112 Strand, 

Bundy 


London, W.C.2. 

Dey Time 


Magneta Time Co., Ltd., 

Magneta 


5 Tothill Street, 

Westminster, London, S.W.i. 

Stromberg 


National Time Recorder Co., Ltd., 

227 & 228 Blackfriars Road, 

London, S.E.i. 

National 

Visible Card 

Carter-Parratt, Ltd., 

Bizada 

Index 

16 Victoria Street, 


Systems 

London, S.W.i. 



C. W. Cave & Co., Ltd., 

45 Farringdon Road, 

London, E.C.i. 

Cavedex 
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Name and Address of Maker 

Trade 

Type 

{or Agent) 

Name 

Visible Card 

Copeland-Chatterson Co., Ltd., 

Cope-Chat 

Index 

Exchange House, Old Change, 


Systems 

London, E.C.4. 



Index, Ltd., 

312 Thames House, Millbank, 
London, S.W.i. 

Harcodex 


Library Bureau, Ltd., 

I Leadenhall Street, 

London, E.C.3. 

Kardex 


Shannon, Ltd., 

Imperial House, 15-19 Kingsway, 
London, W.C.2. 

Acme 



DISCUSSION 


The Chairman : The paper for this session is by Professor W. Annan, 
Professor of Accounting and Business Methods, Edinburgh University, 
the subject being : “ Accounting as an Aid to Commerce/' 

I will now call upon Professor Annan to introduce his paper. 

Professor W. Annan, C.A. ; Mr. Chairman, my Lord President, 
ladies and gentlemen, the subject which I have the honour to present 
to you is a wide one ; it is so wide that only a small part of it can be 
dealt with in a paper of this kind. I have therefore limited my remarks 
to a few matters which I thought might be of especial interest to a body 
such as this. What I have written is probably familiar to most of you 
already, and if some of my observations are severely simple and rather 
obvious I claim your forbearance for mentioning them. I do so on the 
ground that there is a danger in accepting bygone rules and practices 
without inquiring as to their suitability to modern conditions, and 
that simple matters are apt to be overlooked in the course of considering 
those of a more abstruse and complex nature. 

My main theme is the importance of periodical business statistics, and 
the planning of the system of bookkeeping so as to provide the necessary 
data for their preparation. 

In large concerns, but not yet in the medium-sized and small busi- 
nesses, it is generally recognised that the executive must be provided with 
appropriate statistics at short intervals during the year ; that it is im- 
perative to know how the business is progressing throughout the year, 
and that it is inexcusable in these days of advanced accounting to rely 
only on the annual balance sheet and profit and loss account to disclose 
the trading results. 

It is the role of the accountant to provide the proper records and, by 
arrangement with the executive, the appropriate forms of statistics. 

I am submitting that in three different ways the accounting profession is 
being drawn upon to supply the needs of commerce and industry in this 
respect : (i) by the quaHfied accountant who adopts business as a career ; 
(2) by the auditor ; and (3) by the advisory accountant. 
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The articled clerk's education and training especially qualify him for the 
higher accounting posts in industry and commerce. The theoretical 
knowledge of bookkeeping he acquires in studying for his examinations, 
and the experience gained in examining the books of different kinds of 
businesses during his apprenticeship, give him a different outlook from 
those whose experience is confined to a specific business or a certain kind 
of business. The adaptive faculty is developed by such experience, and 
facilitates the planning of a system of bookkeeping to produce any given 
data automatically and without delay. It is essential, of course, that the 
knowledge of modem bookkeeping methods and recording appliances 
should be extensive and up to date ; it is imperative that it should include 
the latest improvements in methods of costing. In short, in addition to 
preparing the annual accounts for the auditor, the accountant in busi- 
ness, in collaboration with the executive, should devise such periodical 
statistics as will be of real assistance to those responsible for the manage- 
ment, and so allow them to devote their whole energies to the practical 
affairs of the business. 

In my paper I give a few suggestions of statistical statements of a 
serviceable nature, ranging from a simple comparison of sales to the more 
complicated but exceedingly useful programme consisting of a standard or 
budget of performance and short-interval comparisons of same with the 
actual. No generalisation on statistical forms can be made. Each busi- 
ness has its own peculiarities and needs. The general aim should be to 
show the executive how the business is progressing during the year and 
whether it is improving or not on past performances or on the performance 
that has been budgeted for. 

Under the heading of Service for Auditors, I am asking you to consider 
whether accountants acting as auditors are not inclined to think too much 
about the strictly legal aspect of their duties and the limitation of their 
liabilities, and missing opportunities of furthering their clients' interests 
by oiffering to assist them in providing suitable accounts and periodical 
statistical records for the guidance of the management. In the case of 
large concerns with expert accountants on the staff, such an offer may not 
be necessary, but there are many businesses where the auditor's help in 
this way would be of great value ; and my experience is that, if properly 
made, the offer is appreciated and readily accepted. If the intervention 
of the auditor in this respect was more general, there would be fewer 
surprise results at the end of the financial year and less unintelligent and 
stupid cutting of prices. The estimates and probabilities on which all 
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business proceeds would have the solid basis of past results as a guide, and 
there would be less of the haphazard rule-of-thumb practice which so 
often ends in disaster. 

I emphasise this matter because it is my experience, and must, I am 
sure, be yours also, that old-fashioned and inefficient systems of book- 
keeping ^nd accounts are still too common ; systems under which masses 
of more or less unimportant and imrelated figures are produced, and under 
which figures of vital importance lie dormant in the books because neither 
the bookkeeper nor his employer know how to make use of them. You 
will agree that there is no sense in recording business facts unless they are 
to be made use of. 

I also deal with the attitude of the auditor towards inventories, and their 
verification with the cost accounts both as to quantity and value, and the 
relationship of income-tax to inventory values. These are important 
practical matters, but I have no time to enlarge on them now. 

I also suggest that the auditor can and should help his clients, and safe- 
guard himself, at the same time, by advising the use of a simplified form of 
cash book. I think you will agree that the use of the cash book for pur- 
poses other than pure cash transactions is a departure from the simple 
rules of good bookkeeping that is fraught with danger. 

I further suggest that the auditor should, where necessary, advocate a 
more scientific treatment of the question of depreciation ; and I am glad 
to see that this important matter is excellently and adequately dealt with 
in another paper. 

Under the heading of Service as Advisers, I point out how many 
business concerns can be and are saved from bankruptcy by the inter- 
vention of accountants who specialise in this kind of work, the necessity of 
a knowledge of economics and finance for those who help in this way, and 
the advisability of instituting courses of research in accounting and 
economics for the benefit of industry and commerce. I refer to certain 
kinds of research work being undertaken by universities and schools of 
economics. That is all to the good, but more is needed, and I submit that 
collaboration between economists and accountants in work of this nature, 
especially by trained accoimtants who have a good knowledge of eco- 
nomics, will be found of inestimable value to commerce and industry. The 
ramifications of present-day business are such that a knowledge of 
accounting alone, or of economics alone, is not sufficient. Matters relating 
to business policy and development demand a knowledge of both. 

If I required any justification for stressing the importance of the subject 
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of my address, I do not have far to go to find it. Let me quote to you two 
or three sentences from the current issue of The Accountant, copies of 
which I observe have been graciously presented to each member of the 
Congress : “ The depression has brought home to the executive of every 
business unit the imperative necessity of attending to the minutest detail 
of organisation, and that in its turn has stressed the importance of account- 
ing as one of the chief tools of business administration.” The old- 
fashioned auditing was, generally speaking, a criticism after the event. 
... It is now seen that accounting must come closer to the day-to-day 
facts of business with a view to providing for the use of executives a 
current summary of events and a means of extracting essentials from a 
mass of details otherwise formless. . . . The present, and perhaps still 
more the coming, generation of accountants is interested in economic dis- 
cussion, and though the field is admittedly very difficult is able to give it a 
practical turn by closely associating theory with reality.” 

In closing, I repeat my main contention that there is a serious and urgent 
call on the accountant to assist the management by planning, forecasting 
and periodically testing by results, in the difficult task of making profits, 
or at least avoiding losses in these difficult times ; and the profession in 
this and other countries will be judged by the extent to which it responds 
to this call. (Applause.) 

The Chairman : I will now ask Mr. Robert Ashworth to introduce 
his paper on Mechanical Accounting.” 

Mr. Robert Ashworth, R.D., F.C.A., F.S.A.A. (Great Britain) : 
Mr. Chairman, my Lord President, ladies and gentlemen, I understand 
that the paper I have prepared for this Conference on the subject of 
” Mechanical Accounting ” has been circulated and is to be taken as 
read. Therefore, my chief task to-day is to introduce the paper to you 
as briefly as possible in the few minutes that have been allotted to me 
for that purpose. 

You will observe that the subject given to me is the extremely wide one 
of ” Mechanical Accounting,” bringing under consideration the account- 
ing and statistical requirements of management, accounting and statistical 
system, as well as accounting machinery. Consequently, I have found it 
very difficult to encompass the subject in the forty pages recommended to 
me as a maximum, and even then from only the British point of view. 

Management in this country is beginning to realise, slowly, it is true, 
that the finest training for the high administrative positions in industry 
and commerce is that of the professional accountant. It is, therefore, of 
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extreme importance that the accountant should be in a position to visual- 
ise the business as a whole through his accounting and statistical in- 
formation. To enable him to do this, while carefully avoiding over- 
elaboration, he must have available an accurate, up-to-date, and adequate 
analysis of accounting and statistical data. Without the aid of a proper 
system of mechanical accounting he cannot be placed in this favourable 
position without enormous expense if the business is ?>f any magnitude. 
My paper endeavours to show, amongst other things, that in the system of 
mechanical accounting the accounting machines are only the means to an 
end and are not the all-important part of the system. Proper classification 
of accounts and interpretation of results is of even greater importance. 

I shall content myself for the few moments left at my disposal by sum- 
marising as far as possible the principal points I have endeavoured to 
bring out in my paper, which are as follows : — 

(1) We are living in a mechanical age, and the tendency of invention 
during the past thirty years has been definitely to increase speed, decrease 
distance, and greatly reduce physical effort. 

(2) The volume of business transactions has grown enormously with 
the provision of increased transport facilities and the adoption of mass- 
production methods in manufacturing. 

(3) Management is becoming more dependent upon the accountant, not 
only for information, but for guidance in tracking and rectif5dng wastages 
and leakages in all the ramifications of the business, including that of 
management itself. The accountant of to-day must, therefore, be prepared 
to take a leading part in the administration of the business as a whole. 

(4) Mechanisation of the office has not kept pace with mechanisation in 
production, due mainly to the fact that the office in the past has been 
looked upon by many as a necessary evil, being considered merely a non- 
profit-earning department of the business. It is surprising how many 
concerns still exist which are satisfied to accept a much lower standard of 
efficiency in the office than they are prepared to countenance in other 
departments of the business. The successful businesses to-day are those 
which make the office the heart of the concern. 

(5) The essentials to any successful mechanical accounting system are : 
(a) The accotmtant must have a high conception of his own duty to 

the business. 

{b) Accounting machinery must be the servant of the accounting and 
statistical system and not its master. 

(c) There must be adequate and automatic analysis. 
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[d) There must be an avoidance of over-elaboration and the burden- 
ing of machinery with unnecessary work. 

{e) Work which has ceased to be of service must be eliminated 
promptly. 

(/) There must be a standard and consistent classification of accounts. 

(g) There must be co-operation with the auditor. In examining 
mechanical methods from an audit point of view, the auditor must 
be prepared to make necessary adjustments in his programme to 
meet business requirements, provided he can satisfy himself by 
adequate tests that — 

(i) all transactions are properly recorded ; 

(ii) all transactions are properly authorised ; 

(iii) the usual accountancy safeguards have been preserved and 
the possibility of collusion reduced to its minimum. 

{h) The installation of accounting machinery must be carefully 
planned. 

{i) Machine operators must be properly trained. 

With regard to the machines themselves, I have endeavoured to indicate 
the principal factors which, in my opinion, should govern the choice, but I 
have definitely refrained from recommending any particular make of 
machine, because this is entirely dependent upon the varying accounting 
and statistical needs of each different class of business. Also, machine 
development is constantly taking place ; for example, there is about to 
be placed upon the market a German machine which has all the features of 
a calculating machine, being able to add, subtract, multiply and divide, 
and at the same time print the mtiltiplicand, multiplier and product, or 
dividend, divisor and quotient, which is, as far as I am aware, a great 
advance of any present accounting machine construction. 

My paper does, however, show you the main considerations which 
should guide you in the choice of machines, but the most important 
guide is the demonstration of the machine itself, which, if practicable, 
should be obtained on the actual work for which the machine is being 
considered. This demonstration will be given freely by the manufac- 
turers or their agents. 

All accounting machines are equipped with features that practically 
produce the same accounting or statistical results, and the relative merits 
of the various classes of machines will depend upon the method employed 
to obtain those results and the class of work for which the machine is 
required. 
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In dealing with the punched card, or tabulating, system, I state that 
Powers' machines cannot be rented, but must be purchased outright or 
on hire-purchase. While Powers have, within my experience, in the 
past adopted a policy of discouraging the supply of their machines on a 
rental basis, which has led to a general impression that they cannot be 
rented, J am now informed that they are prepared to hire out their machines 
on this basis to those who do not wish to purchase, and, in fact, I find 
that they have so advertised recently with regard to their smaller excel- 
lent machine, the “ Powers Four.” 

There can be no doubt that mechanical accounting has come to stay. 
If, therefore, my paper has been the means of stimulating greater thought 
on the subject in our profession, it will have served its purpose. It must 
be emphasised, however, that if full benefit is to be derived from mechani- 
cal accounting, we must realise not only the need for production of 
adequate data, but also the even greater necessity for the proper arrange- 
ment of that data and its intelligent interpretation. 

Mr. Roland Dunkerley, F.C.W.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, may I, first of all, congratulate 
Professor Annan upon such an interesting paper on so wide a topic. As 
he said in his opening remarks, this paper can be regarded from many 
standpoints, and I have taken my view from the standpoint of one 
within a business who has to deal with his question. 

Professor Annan, in his review of '' Accounting as an Aid to Commerce,” 
has covered a wide field, and whilst he has dealt with the theme from an 
application standpoint, he has taken the opportunity of suggesting some 
thoughts to the young accountant on matters pertaining to his training. 
He has also made suggestions to those responsible for that training 
which, I have no doubt, will be given the attention they deserve. But 
that side of his paper I leave to him. 

He has wisely interpreted ” Commerce ” to cover both large and small 
businesses. We do not always realise that the great majority of busi- 
nesses in this country is small businesses. An important thing one is apt 
to overlook is that in every business, be it large or small, every function 
in management is carried out. In the small business one man may incor- 
porate several functions, while in the large business specialists in each 
function may be found necessary. I mention these things because we, as 
accountants and specialists, may be inclined to regard our function as 
of paramount importance, whereas the manager or director to whom our 
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advice is offered may be deeply concerned in the works side; the pur- 
chasing side, or the selling side, and may regard us as a necessary evil. 
This being so, we must find out to what extent our advice, as it touches 
other functions, is being covered by other advisers. This will be neces- 
sary, particularly when we come to the interpretation of our information, 
because this, after aU, should be the aim of our work. The building up of 
figures and informS,tion is only a means to this end. I wish more ac- 
countants would realise this, and appreciate the significance of the re- 
mark in Professor Annan's paper that '' figures may be seen with the 
eye, but are meaningless unless they pass through the brain." 

This demand for interpretation, if it is to be effectively answered, 
postulates speed. To-day, business moves so quickly that to-morrow's 
problems demand answers, whilst to-day's problems are being tackled, 
and with the growth of budgetary control accounting, and particularly 
cost accounting, is largely becoming a report on why anticipations are 
not being fulfilled. Cost accounting to-day is a running commentary on 
current events. Weekly, and even daily results are demanded, and Mr. 
Ashworth in his admirable paper on " Mechanical Accounting " has 
indicated how this modem demand is being met. In the companies with 
which I am connected daily statistics are available, trading results are 
prepared weekly, and consolidated every four weeks. These commence 
to reach the co-ordinating office from two to four days after the 
period end. 

I am sorry that in dealing with periodical statistics. Professor Annan 
did not bring out the great advantages, from the point of view of compari- 
son of the institution of the thirteen four-weekly periods as against the 
usual method involving calendar months having varying numbers of 
days. 

To-day, with rapidly changing conditions, comparisons with past 
results are not enough, and I think the author of the paper has wisely 
brought out the necessity for setting up standards against which actuahties 
can be measured. Standards must be set up in every sphere, not only 
of the performance of the workmen, but of the salesmen, of the purchases 
to be made, the investment in stocks, of financial transactions with par- 
ticular reference to special projects, in addition to the general expenses 
incurred in running a business. 

On page 261 Professor Annan suggests some type of statistics which 
might be submitted to managements. Again, I emphasise that it will be 
th^ interpretation of these statistics that will be required, not the sta- 
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tistics alone, and in using these, something against which to measure them 
will be necessary. If standards have not been set up and comparisons 
with the past are used instead, the accountant will find when discussing 
these that he will be met by explanations of the differing conditions under 
the two periods of comparison, and his investigations will be countered 
by a series of excuses. If standards have been established, then he can 
ascertain the reasons why these have not been attained, and the re- 
sulting discussion will provide the foundations for future action or change 
of policy. 

If accounting is to be an aid to commerce, it must be right up to the 
place and time of action, both with its figures and with its interpretations, 
otherwise it will only add another layer to the dump of unappreciated 
effort. 

Professor Annan has pointed out that men with accounting training 
are being asked by the business community to take part in the manage- 
ment of concerns to-day. In the past this has not been done largely until 
the decline has set in, and the trouble has reflected itself in the financial 
results. Why wait until then ? Business men with accounting training 
are needed all the time to check the insidious development of unsatis- 
factory features*' which Professor Annan rightly ascribes as the cause of 
many failures. The campaign against waste and inef&ciency must be 
waged every day, and modem systems of cost accounting provide for this. 
It will not be done by accounts produced weeks after the event, but by 
returns, by cost information, by statistics running concurrently with 
the event, and by the aid of forecast figures which will indicate the 
probable result of an action before that action is taken. Action taken as 
the result of considered information is a justifiable business risk, and 
most managements will be content to be judged on the result of it. Action 
taken on somebody's opinion is a gamble, and to-day business provides 
no margin for gambling. 

As Professor Annan has taken the viewpoint of the accountant, I have 
tried to take the viewpoint of the '' application " of accounting, and 
therefore I do not propose to comment on his suggestions on the valuation 
of work-in-progress and stocks, and on the suggestion he makes on depre- 
ciation, &c., with which, in the main, I agree. These seem to me to be 
detailed matters on which commerce looks for a direct pronouncement 
from the accountant, and are being discussed in other papers in this 
Congress. 
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Cost Accounts and Inventories which perhaps might be further em- 
phasised. He points out on page 266 the variation in t5^es of costs, and 
mentions the use of costs for price fixing, their use for valuation of work- 
in-progress and he might have added — their use for measuring efficiency. 

On page 268 he issues a warning on the effect of extraordinary circum- 
stances on costs and particularly their build up in times when production 
is subnormal. If costs are to be used for any of the purposes mentioned, 
the effect of subnormal working needs to be eradicated. 

Incidentally the cost of this subnormal working, or shall I say Zoss, due 
to this subnormal working is a very instructive figure to management, 
as it represents the cost of standing idle and gives some indication to the 
answer to the question management asks, viz. at what price can we 
afford to take business to keep running. 

In our own business our trading accounts are actually built up on three 
factors : 

Trading Profit ; 

Trading Loss ; 

Loss due to subnormal working ; 

and I assure you the latter figure gets all the attention it obviously caUs 
for. 

I would like to support the remarks in the paper on the subject of 
research into problems allied to those on which accountants are asked 
to make definite representations, and to support him in his plea for a 
greater study of Business Economics and Finance, not only by accountants 
but by business men generally. Could not a Congress of this magnitude 
recommend to our schools and colleges the inclusion of this subject in 
their curricula for the finishing stages of a boy's education, especially 
where the boy is proposing to take up a profession connected with busi- 
ness ? There is no doubt but that much good would result therefrom. 

Professor Annan finished up on a note with regard to our present 
economic structure which requires more than a passing thought, and 
so I leave it. Commerce may have learned lessons from its adversity ; 
I, for one, believe the purging effect will be lasting, but never again will 
it be content to know “ after the event/' Accounting will, therefore, need 
to adjust itself to the new conditions if it is to be an effective aid to 
commerce." 

Mons. J. Polar (Holland) : Mr. Chairman, my Lord President, ladies 
and gentlemen, in the first place I will begin to do homage to Mr. 
Robert Ashworth for his very interesting paper he has prepared for this 
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Congress. My reason for coming here is not to criticise the work Mr. 
Ashworth has done, but merely to complete in some way the things he 
has said. 

You must know that for more than ten years I have followed with 
great interest most things which have been published on this subject 
and I must say it is the first time I find a colleague who sees the things 
in about the same way as I did so from the very moment I took it up. 
It did me a lot of good when I read on the first page : “ There must be 
no misunderstanding, however, about this title, for there can be nothing 
mechanical about the function of accountancy.” That is without de- 
duction from the contents of the other pages, for me the most essential 
of the whole booklet, and the very thing that must be told and retold to 
everyone interested in the problem of mechanical accounting.” There 
is no difference between the rules which an accountant has to plan when 
he has to do his work in whatever business it may be, whether the admin- 
istration has been mechanised or not. We, working as auditors, take no 
fewer precautions where business machines are used than in a business 
where they are not, for the working with the machines gives no more 
guarantee than the working with pen and ink. Not in the larger con- 
cerns, but in the smaller offices, where machines have been introduced 
in the bookkeeping, there is always a danger that the internal check 
which existed formerly in the administration has been taken out in the 
following way. Items which were entered formerly two or three different 
times each time out of the original piece, and in such a way that two or 
three times the amounts were totalised, are often with machines made 
simultaneously with the original piece by writing same with two or 
three copies. When these copies are totalised each in a different way 
and at the end the totals are the same, there is no certainty that there 
is no mistake in the whole thing, for when in the original piece there was 
a mistake, that mistake will be m the whole. The same with a. punch 
card of Hollerith or Powers. And therefore the certainty, which came 
formerly out of the accounts themselves, now must be taken by totalising 
beforehand from rough copies, which as a rule are totalised with an 
adding-machine. The sum total of these rough copies must be the same 
as the one of the bookkeeping but the safety has been removed out of 
the accounts themselves. 

The great advantage the machines have brought is in my opinion the 
following : 

They have opened oixr eyes to the fact that most offices are not organ- 
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ised in a way which is up to the standard of good organisation. Most 
bookkeeping has grown ; originally intended for smaller businesses, 
when businesses have grown their bookkeeping methods have not grown 
with them. They are as factories which have developed from a small 
output to great makers. As a rule you find ever3where in such factories 
departments or parts of departments which still retain the situation 
such as it was when the firm began, next door to departments where the 
most modem equipment has been installed. If you would found now- 
a-days a factory for the same output, it would be built and equipped in 
quite a different manner. In the offices formerly there was never a 
necessity to examine the way in which the output of the office (that is 
the accounts) were made. When there was more work people took more 
clerks. Nowadays where machines in different classes and prices are 
offered, the bookkeeping is handled more or less as a factory, that is to 
say, that in the same way as the manufacturer examines the way in which 
he must extend his output in the factory, he will examine the way in 
which the output of the office can be made. That leads to the exami- 
nation of all the work that is done in the office and to a planning, just 
as in a factory, of the work that has been done hitherto and the work 
that has yet to he done in future. Without machines we should never 
have got so far and in my opinion that is the great advantage. It is 
my experience that alone by planning the office work, even without the 
use of machines in many cases, the advantage of mechanical bookkeeping 
can be derived but without the machines we had never come to do this 
planning work. 

What I am saying here does not include the work in the large offices 
where hundreds of equal items are booked daily ; there you cannot 
work without the machines. 

In a small office the work can also be planned so that it is done mechani- 
cally without machines. 

There is still one thing to which I will draw your attention. On page 
302 Mr. Ashwqrth says in the middle of the page : This daily balance of 
ledgers is one of the greatest advantages of mechanical accounting and 
it extends, of course, to all ledgers, whether they be accounts payable, 
accounts receivable, or nominal.” 

I should say in large concerns there may be a necessity to know the 
daily balances of banks, accounts receivable and accounts payable, but 
for most of the accounts, with the exception of bank businesses, a daily 
balance is of no use. It has been introduced by the machine sellers and 
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accepted by officials as a splendid thing but as a rule nobody looks at it. 
Principally it must be done because the control over the ciphers made up 
mechanically is more difficult than when the accounts are made up in 
the old pen and ink way ! Should you not make the control daily it 
would take much more time than formerly ; so out of an inconvenience 
of the mechanical accounting a means of propaganda has been made and 
Mr. Ashworth, who controls the whole so ably, made^ according to me, 
a slip of the pen when he wrote the above paragraph without drawing 
one's attention to the above. 

There are still other little points to which I could refer but I have taken 
already too much of your time and I thank you for your attention. 

Mr. Alexander S. Banks, C.P.A. (United States of America) : Mr. 
Chairman, my Lord President, ladies and gentlemen, I find that I am 
very restricted in the few comments that I can make. Coming over in 
the boat I had an opportunity to read Professor Annan's paper and in 
it I found a great warning to all practising accountants. This warning 
is hard for me to express and I should like to use an illustration, if I may, 
of what the warning means to me as a practising accountant. 

Maine, in the northern part of U.S.A., is a great vacation State which 
is visited by a great many of our people. It is a densely wooded State 
and those people take their fishing rods and other things and venture 
further and further into the woods and, as inevitably happens, some of 
them get lost. This occurs every year. Those lost vacationists are all 
very human and they act in one of three ways. The first class realise, 
being lost in those woods, that their plight is desperate and they run 
around, mostly in circles, until they are exhausted. The second class 
lie down in despair and probably curse the ill fate that has overcome 
them. But there is a third class ; and they are wiser ; they climb up a 
tree and they look to the west and there they see the Katadan Range, 
or they look to the east and there they see the great St. John Range, and 
they vision how they can reach those points in safety. If they are wise 
they select a monarch of the woods, some enormous oak or ash or spruce, 
they mark it and walk towards it and, from marking those big monarchs, 
they eventually reach safety and the highways. 

It seems to me that in Professor Annan's admirable paper he tells us 
to vision and work to find out straight lines and to do things before our 
energy is exhausted. I feel that that is what we have to do. Commerce 
is calling for us to help. We must listen to the call and must be careful 
to answer it and to give commerce the help that it requires, otherwise 
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it will avail itself of the service of others. I thank you very much for 
giving me the opportunity to address you. 

Mr. S. H. Gillett, F.C.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, I should like, first of all, to congratulate 
Mr. Ashworth on his very able and inspiring paper. Those of us who 
have the privilege of knowing him personally — ^and I number- myself 
amongst them — ^know that the viewpoint that he has placed before us is 
the outcome of his own varied practical experience, and this fact must 
add materially to the value of his remarks. What the business man 
requires from the person who should be his best friend and adviser, 
namely, his accountant, is practical advice. 

Speaking as one who has had practical experience in the reorganisation 
of businesses of varying types during the post-war period, including the 
mechanisation of their counting houses and the installation of more 
modem methods of preparing and submitting statistical information for 
the use of the executives of those businesses, I consider that this paper 
which we are now considering is to my mind one of the most important 
on the programme of the Congress. Having made that statement I now 
propose, in a very brief manner, to substantiate it. 

The appeal that the paper makes to me as a practising accountant is 
that it stresses the need of scientific management and it urges the qualified 
accountant — as one who is trained by specialised education and practical 
experience — to develop his powers of analysis and organisation to the 
utmost — to play his part in fuLfilhng the demands for such management 
in the business world to-day. This means that the accountant must 
bring into play the knowledge that he possesses both from the account- 
ancy point of view and the auditing point of view, and it is in this dual 
capacity that he should fit himself so that he may be able to guide both 
the executive for whom he may be working as financial controller or the 
directors with whom he may come into contact as the auditor of the 
company. 

Mr. Ashworth rightly stresses the necessity of avoiding statistical 
indigestion,'' and it is here that the trained mind of the practical account- 
ant is so essential. Only recently I came across in practice a large 
business with a most efficient system of accounting — ^with ample statistical 
information available — that, lacking a trained mind as controller of its 
finances, failed to perceive from the mass of data supplied to it that it 
had locked up its liquid capital, with the result that it had to seek a 
moratorium frdm its creditors. 
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The preparation of statistics must have only one object in view and that 
is to provide such up-to-date information as is absolutely necessary to 
enable the executive to manage the business in the most efficient manner, 
and mechanical accounting must be introduced with a view to assisting 
in that object. It is, therefore, clear that the accountant as financial 
controller should assist in the devising of the system that is most applic- 
able to the individual business or group of businesses under review. His 
first task must be to ascertain the information and statistics required, 
after which he should be competent to choose the best way and the best 
machine to get this. It must be the aim of those who manufacture the 
various types of accounting machines to help the accountant and to 
make the machine fit the system; and not to expect that the system should 
be made to fit the machine. Most particularly, it must not be the aim 
of the machine manufacturers to sell to each customer the maximum 
number of machines that he can be persuaded to order, nor to make 
work for the machines ; fortunately the accountant will find he can get 
considerable help from many of the machine manufacturers. 

The '' office '' is still regarded by many businesses to-day either as 
an expensive luxury or an inevitable expense, but I say that this is due 
to the fact that accountants have been too modest in the past. What 
a business aims for is financial stability and profits. In order to achieve 
these the management is helped by up-to-date information and assistance 
which enables them to eliminate waste and unprofitable lines, and to 
control stocks and budgets. So often one finds in practice that financial 
data is presented to boards of management too late to be of practical 
use. In these days of rapid changes in values and policy the management 
of any concern that is successfully to survive demands quite rightly 
the most up-to-date data as to commitments, liquid position, &c. This 
is where the trained mind of the accountant, both commercial and 
professional, comes to the fore as he should be able to provide such 
up-to-date figures and the necessary guidance so as to be worthy of the 
name “ controller.'" 

A business has, in fact, three important divisions : — {a) Production, 
(b) Control, (c) Selling, and it is up to us to show by our constructive 
ability that we are capable of making use of the most up-to-date mechani- 
cal accounting so that the control may play its proper part in bringing 
about the financial success of any business in connection with which we 
are daily coimected or frequently consulted. 

We, in this country, have been very backward in the installation of 
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machines in comparison with countries like the United States and certain 
continental countries. This may be due to (a) Our conservative out- 
look, (b) Our mistaken idea of secrecy — contrast the information given 
by British public companies with American or Swedish companies, with 
their detailed quarterly reports, and (c) Difficulties of sterling, as until 
recently machine companies were not able to make machines^ which 
calculated in sterling as well as in decimals. 

It is to be hoped that, as a result of the discussions at this Congress, 
accountants will in the future play a greater part in showing the business 
world and those who manufacture machines that they are completely 
au fait with the subject from every angle. 

Most of us in this room would, I am sure, agree with the statement 
that there are as many, if not more, businesses in this and other 
countries being ruined to-day by bad management than from the 
result of bad trading conditions and there is a great field for the 
trained accountant if he understands the most up-to-date methods of 
accounting. 

Mr. T. Atkinson Gillespie, F.L.A.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, the lecture we have had the 
privilege of hearing, by Professor Annan, on the subject of “ Accounting 
as an aid to Commerce,” has been so thoroughly comprehensive that all 
I propose to do is to stress and perhaps enlarge upon some aspects of the 
subject, already very ably dealt with by him. I do not think that in 
his opening remarks he has overstated the value and importance of the 
services of accountants to commerce, for it is assuredly true that those 
services are becoming more and more recognised in these difficult days, 
perhaps more so as "a result of such difficult days. 

The opportunity to render valuable and expert service to commerce, 
in its vital struggle, by a professional body of men, well qualified to 
do so, has been placed before us, and I think the profession, as such, has 
fully responded to the call. The accountancy profession has, if I may say 
so, passed on from being an '' aid ” to commerce to become a “ vital 
factor ” in the progress and success of commercial xmdertakings. Evi- 
dence of this is to be found in the fact that the services of qualified 
accountants have greatly increased in all the three branches of service 
referred to by Professor Annan at the beginning of his paper, (i) In 
important administrative posts in commercial undertakings. (2) As 
auditors or accountants, even where no legal obligation requires their 
services. (3) As advisers. Commerce and industry are ready to 
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welcome the further assistance of the accounting profession in new 
fields of co-operation. Let us indeed not wait for commerce to find out 
new ways in which we can support and assist it, but rather let us as 
pioneers ourselves, by a keen and foreseeing insight into their problems 
and difficulties, joined with our experience, point out to them new fields 
of co-operation. In this way alone will we fulfil our rightful mission ; 
not only to aid commerce, but to guide it, as far as in us lies, back to 
prosperity and a golden age. 

Students must not only have the right education to become qualified 
accountants, but to appreciate the fact that they have to become good 
citizens. Accountants must not only be able to understand figures, they 
must be able to understand men, and particularly business men, and must 
acquire such a knowledge of their practices as will enable them to read 
between the lines of accounts submitted to them. It therefore goes 
without saying that the accountant must be a man of strict probity and 
great moral courage. He may need both, should he happen to be em- 
ployed by some unscrupulous company promoters. 

I have never forgotten what Colonel Montgomery said when he called 
to order the Congress in New York in 1929, at which I had the honour 
and privilege of attending. He said this, among other things, “ We are 
here because, in accounting, we can point nowhere to anything final."' 
Progress is essential ; it is not enough to say that accounting is a necessary 
adjunct to commerce and finance ; if it were merely an^ adjunct its use- 
fulness would be limited. He went on to say, and this is most import- 
ant, Unbridled speculation in securities and unsound practices in 
business always result in demands upon accountants to overstate assets 
and profits and to understate liabilities and losses. When others do not 
keep their feet on the ground, we must do so.” I thought at the time 
this was said that the Colonel's remarks were a true echo of the principle 
enunciated by the greatest Teacher that ever lived, viz. : “If thine eye 
be evil thy whole body shall be full of darkness. He conquers twice who, 
when a conqueror, conquers himself.” 

Articled clerks might very well be urged to realise the importance of 
not confining their efforts too particularly to merely passing their ex- 
aminations, but seeking eagerly all practical avenues of knowledge at 
their disposal, viz. going behind purely audit matters, studying actual 
administrations of business records, and noting inadequacies of system. 
Articled clerks perhaps in general do not sufficiently avail themselves of 
these opportunities — “ Off the beaten track ” opportunities. 
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Income Tax 

Another important feature in which accountants are able to render 
good service to commerce and industry is in the matter of income-tax, 
the complications of which do not seem to grow less. Unfortunately, 
it is no uncommon occurrence to sustain a loss in industry these days, and 
the question of relief which may be obtained against such loss iS' some- 
what complicated. There is a great difference between evading tax and 
availing oneself of the relief to which one is entitled, if one only knew. 
The services of accountants in income-tax matters occupy considerable 
time and constitute, perhaps, one of the most expert branches of their 
service. Sometimes one encounters cases where income-tax matters are 
regarded as so expert that those accountants not engaged on it regard it 
as outside their province. It is never outside an accountant's province 
to be familiar with income-tax matters. 

Costing 

Costing is one of the most promising fields for help and co-operation 
by accountants with industry, too long neglected and probably a very 
necessary adjunct to-day with the hope of reviving industry now con- 
fronted by such keen competition. Theoretical side of costing — ^probably 
one of the reasons why, as yet, not more widely adopted — must be brought 
into line with practical requirements. The matter of its adaptability to 
individual concerns must be more developed. Here, again, it should be 
more generally studied and advocated by accountants, and brought from 
a somewhat theoretical subject into the realms of practical utility. We 
might ask ourselves the question, how many of our manufacturers are 
without any efficient costing system in operation ? How necessary, then, 
it is for the accountant to be tactful in his dealings with men of business, 
many of whom know more about costing, in their own particular business, 
than the accountant, but lack method, and not knowing how to 
turn it to account. It is just here, in our knowing men as well 
as figures, that we can prove of great service and gradually lead 
those men into the way they should go, but, before doing so, we 
must first ascertain the particular nature of the business, as to the 
goods manufactured, its process of manufacturing, and so forth, but 
above all do not boast about what you may consider to be the best and 
do not in any way pour cold water on the methods your client may 
have had, bad as you may think they are, as this is a sure way of turning 
him against you. 
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Important Side of Costing 

The writer, Professor Annan, has dealt with a very important side of 
Costing, in the charging of interest on capital, and conflicting views are 
held about this, and personally I am inclined to believe that, theoretically, 
interest should not be charged in arriving at costs, on the ground that all 
interest is a form of profit and that no profit should be taken credit for 
until it has actually been earned, but as there are so fnany varied classes 
of manufacture, it is difficult to lay down a hard and fast rule and, 
consequently, it has to be determined accordingly. 

No undertaking is started without some expenditure of capital, and the 
return on it — the income arising from the use of it — ^is, after certain 
deductions, profit. In some cases, all the capital sunk is represented by 
floating assets and those directly concerned with manufacture, but in 
other concerns it is represented by land and the buildings thereon. 

In each case the profit that is earned results from the use of all the 
assets, and surely cannot be specifically allocated to any particular part 
of them. All assets are equally comprised in the capital of the business 
and the total net income from their use is the profit of the business and 
the total net income from their use is the profit of the business. Now, 
in some concerns the money for the purchase of some of the assets is 
raised by means of debentures, instead of by means of shares, and interest 
has to be paid on them. Surely this cannot affect the profit made by 
the business. Is the cost of production greater because the capital was 
raised in a different way, or does the question answer itself ? Debenture 
interest is equivalent in nature to that rent, sometimes incorrectly charged 
in the books, for the use of lands owned by the undertaking, but it is an 
entirely different thing to the rent that is paid to an outsider for the use 
of his land. That is a standing charge against the profits of the under- 
taking — the former is not, and only confuses the costings when it is 
inserted. Thus we are brought back to the main question — should 
interest be charged at all ? It is generally said that, theoretically, it 
should not, on the grounds I have already mentioned, that all interest is 
a form of profit, and it is a well-known axiom of accountancy that no 
profit may be taken credit for until it has actually been earned. 

In any case, if interest is charged, I cannot see that debenture interest 
requires separate consideration, although it means that the costs of a 
concern not having borrowed capital would be less than the one which 
has, and must, therefore, be apparent to anyone that the result would be 
detrimental to the latter. However, Professor Annan has very clearly 
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drawn the distinction between arriving at the cost of stock for stock 
purposes and that for selling purposes, and we can rest assured the point 
is not lost sight of by the ever vigilant and inquisitorial Inland Revenue. 

* How essential then for the present-day accountant, and especially the 
younger members of the profession, who have their future to consider, 
to keep themselves to the forefront and, as Professor Annan states, the 
science of accountancy is now so wide and deep that it demands the 
undivided attention of men with trained minds and devoted with earnest 
zeal to the raising of the profession to which we belong to still higher 
degrees of usefulness. 

Costing will probably find its greater adoption when more associated 
with the wider and more comprehensive aspects of it in business budgets 
and financial control. Certainly costing and control will feature largely 
in any industrial and commercial revival, and it is well for accountancy 
bodies to be well prepared in the matter. 

The Chairman : It has been decided to adjourn this meeting at i 
o’clock and to resume after lunch at half past two, postponing the other 
session from half-past two to three o’clock. 

Mr. S. H. Gillett, F.C.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, may I say in the first place that I am 
sure that we all agree that the title of Professor Annan’s address is not 
an easy subject with which to deal, for, as he so aptly remarks in his 
opening, it is very difficult to imagine commerce successfully continuing 
in these days without the aid of the accountant. 

The most important point that to my mind requires to be stressed is 
that to-day accountants’ work is more generally advisory before the event, 
and the purely auditing and arithmetical work is performed after the 
event, and is possibly the easier of the two functions. The first function 
is certainly the more valuable to commerce. 

I do not think that Professor Annan has drawn sufficient distinction 
between auditing proper under the Companies Acts and general account- 
ancy work, and by including income-tax with auditing he does not bring 
out the importance of the professional accountant’s work in connection 
with the income-tax paid by commerce. For example, there must be 
an undoubted significance in the appointment of Mr. Hill to the Committee 
on Taxation of Co-operative Societies. 

Reference must also be made to : A. — ^the rapidly increasing scope for 
skilled accountants as business advisers in the present economic sphere. 
This is due to the following factors : (a) The tendency, now well advanced. 
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for an increase in the size of the business and commercial unit, and the 
greater the size of the unit the more important becomes the position 
occupied by finance and the more difficult it is to find persons capable 
of controlling such finance. It is here that the expert accountant can 
be of inestimable value. Incidentally, it is probable that the chief 
retarding factor in the growth of the present large-scale organisations is 
the difficulty in finding men capable of controlling*such organisation. 
(Z>) The present economic conditions, which have placed almost every 
class of business with their backs to the wall. As an outcome we have 
firstly rationalisation, if matters are taken in hand in time, and secondly 
reconstruction, if matters are left too long. In both cases finance is the 
backbone of any scheme and reference to actual cases will show how soon 
expert accountants are called in to assist, (c) The tendency for public 
utility services to become public trusts, under the greater or lesser control 
of the existing Government ; recent cases, for example, the London 
Passenger Transport Act, show how important is the accountant's part 
in the carrying out of any such scheme. B. — the necessity for to-day's 
practising accountant being well versed in general business knowledge. 
In these days the knowledge of economics is most invaluable, and if such 
matters as business forecasting can be studied the accountant will be 
even more valuable to his client. It is not unreasonable to suppose that 
in the not too distant future professional examinations of the various 
bodies will be widened and that students will have to include this subject 
in their professional training. 

Finally, the accountant's work should be objective. That is to say, 
the initiative should come from him, and the accountant who is merely 
passive is not, I consider, making himself of the fullest use to commerce. 
This applies to all kinds of accountancy, from reorganisation to taxation. 
The accountant as distinct from the auditor must be prepared to study 
the particular class of business of each client ; for example, if he is 
discussing the accounts of a drapery business he should know what are 
the percentages for each department, apart from the percentages that 
the business should earn as a whole, and how many times a proprietor 
should turn his stock, and the reasonable percentages that the various 
headings of expense should bear to the turnover. He should criticise 
the balance sheet each year when going through the accounts with his 
client from the point of view of its liquid position. In short, he should 
be able to discuss the business with his client as if he were his partner 
or co-director. He should be first in the field in any scheme of re- 
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organisation of capital. He should draw attention to the locking up of 
liquid capital and he should he able to present a scheme for legitimate 
avoidance of death duties or heavy taxation. The client should be 
trained to turn to his accountant for advice as second nature, 
and I have found in practice that the more useful one makes him- 
self to his client the more he appreciates and values it, and, incident- 
ally, one adds to ode’s own general knowledge. We are much too inclined 
to say that “ such and such a matter does not come in our province as 
auditors. There is probably much that does not come into our province 
as auditors, but there is a great deal that does as accountants. The more 
we can train the business -world to look to us as givers of sound practical 
advice the more we shall widen the scope of our useful activities. We 
must not be afraid to express our opinions in writing, but they must 
be definite, for a warning to a business man at the begiiming of his 
financial year is, I am sure, more helpful to him and more appropriate 
than a few words of S5nnpathy on accepting the appointment as liquidator 
in the winding-up at the end of his financial year. 

Mons. J. Polak (Holland) : Mr. Chairman, ladies and gentlemen, 
I was asked by the secretary of the Congress upon which subject I 
wanted to enter into discussion. This may be considered as the best 
proof that, when choosing the present paper, it was not in consequence 
of my disagreement with the conclusions of Professor Annan. On the 
contrary, I wish to confirm a great part of what Professor Annan has 
written and which he has explained more eloquently than I could 
possibly do. 

If yet I am to make a remark, I want to state that the title of the 
paper does not fully cover the contents. The paper is headed " Account- 
mgasan aid to Commerce.'’ It deals rather with ^ccovmtants as an 
aid to commerce. I should have preferred to speak about accounting. 

If we, as accountants, should aid commerce, it will not in the least be 
by advocating the slogan '' Accounting as an aid to commerce.” This 
slogan sounds very attractive. Is it not, though, remarkable that this 
Should be a point of discussion at a Congress on accounting, after so many 
ages of accounting, so many centuries after the invention of bookkeeping 
by double entry ? Is it not a testimonium paupertatis for whole generations 
of accountants and bookkeepers ? 

And, still, if we are open to see things as they are, we must confess that 
it is necessary. Too many business men see accounting only as a formality 
prescribed by law or by the articles of association, asked for by the income- 
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tax authorities but always as a nuisance, at best as a necessary evil. 
But before we blame our clients for this conception, we must first ask, 
are not many accountants in default ? Do not many accountants speak 
a language which is not understood by business men ; do not too many 
of them consider bookkeeping as a final aim ? 

Here I want to refer to Mr. Ashworth's paper where it is said Manage- 
ment must have its information accurate, up-to-date, * 4 egible and in the 
most easily digested form." I should like to go further. Within certain 
limits, of course, I should dare to waive a little accuracy if thereby the 
accounts could be more up-to-date. 

In Holland we more and more come to the conclusion that our clients 
do appreciate the information we submit to them provided (a) we give it 
in a concise form, (&) we give it up to date. But they do not care for being 
wearied with too many figures, and I fear this might be the case if we gave 
them records of all data referred to on pages 261 and 262 of Professor 
Annan's paper. Of course, everything mentioned here is interesting. The 
accountants must be able to procure these figures, but must they all be 
periodically submitted to the manager ? If we want to enable the manage- 
ment to know all that will be of use for the direction of the business, 
we should not give any figures which are normal but we should only 
submit any deviation from the normal. We must start by establishing what 
is normal ; normal cost prices ; normal capacity ; normal expenses ; normal 
turnover, normal credit terms, and so on. I shall not deal with the 
question how these normals are determined ; by budget, by averages 
or on any other methods. But once the normals are established, the task 
of the accountant is to mark every deviation. 

The manager does not want a full list of debtors who have paid in 
time, of sales at price list prices, of production in accordance with the 
capacity, but of the debtors who are in arrear, of sales at reduced prices, 
of the departments which have had a too low production. If we succeed 
in developing accounting in this direction, it will certainly be a very 
valuable aid to commerce. 

The Chairman : Ladies and Gentlemen, we now adjourn for lunch 
and we resume at half past two. 

(Adjourned until 2.30 p.m.) 


On resuming : 

The Chairman : The first speaker at our resumed meeting is Mons. 
Kamil Augsten from Czechoslovakia. 
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Mons. Kamil Augsten (Czechoslovakia) : Mr. Chairman, my Lord 
President, ladies and gentlemen, if I may be permitted to refer to the 
remarkably instructive and lucid lecture of Mr. Robert Ashworth, and 
to discuss the conditions indicated in the title prevailing in my young 
national state, the Czechoslovak Republic, I must first of all s^t out 
the following points. 

Though in non^ of our most important commercial banks can account- 
ancy be discussed to the full extent in terms of English or American 
organisations, there yet exist control departments, defined by law, 
appropriate to their purpose, which operate intensively. In partic- 
ular, checking of the position of debtors has been developed to such 
an extent that to-day it corresponds to a model of scrutiny, namely, 
accountancy. 

A modem and comprehensive mechanisation in all directions is not yet 
in operation in each of our banks, and even where it exists, entirely differ- 
ent methods of operation are in use. Indeed, our most important estab- 
lishment, the Zivnostenska banka, which in a few years has attained 
through efficiency in management a prominent position as a representative 
of the banking world of our continent, has even to-day not been able to 
abandon the old and well-tried security of bound books, and considers 
its correspondence with customers in eleven European languages as a 
further hindrance to mechanisation. Over and above all, in this bank 
the order and reliability of its whole apparatus, well recognised for many 
years, has not conduced to a desire for change in organisation. 

But also the other important banks of our state can, with regard to 
their bookkeeping and control departments, hold their own equally well 
in comparison with foreign banking institutions. After collection of 
detailed information and personal observation of all the outstanding 
institutions of our capital city I can assert that ever3Avhere, on the basis 
of an unconditional a-jour keeping of accounts, a daily trial balance is 
ascertained and certified at latest on the following morning, and that 
customers' accounts and the journal have already been collated by the 
beginning of the next business day. Thus the most essential and important 
object of a competent organisation is unquestionably attained in all of 
our banking enterprises. 

With all readiness at any time to communicate detailed information 
about the internal organisation in our ten leading commercial banks, I 
will here merely briefly and* concisely furnish some data which I trust may 
be of interest to my esteemed audience. 
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The principal motives for mechanisation in our country were as 
elsewhere — 

Revival of business after the Great War, inflation (in neighbouring 
States). 

Intended reduction in business expenses. 

More rapid despatch of counting-house business and controls, above 
alfbalancing of current accounts and the daily trial balance, and 
therewith automatically compulsory readiness for the day. 

Extension and improvement of controls and in this way of all 
banking operations (Accountancy). 

The principles of organisation are varied : 

Uniform Centralisation, e.g. the Bank of the Czechoslovak Legions, 
also the private banking establishment of Messrs. Petschek & Co., which 
was the first banking institution in our country to open its doors to 
mechanisation. 

Uniform Decentralisation, e.g. the Bohemian Discount Bank and 
Society of Credit. 

Combined Systems, especially well worked out and adapted to the 
practical requirements of individual lines of business in the Bohemian 
Union Bank, 

Almost all types of machines known on the market are employed. For 
bookkeeping chiefly the EUiot-Fisher and Burroughs inventions are 
being used. Punched cards, namely Powers' device of the most modem 
type, are in vogue at the Anglo-Czechoslovak and Prague Credit Banks. 

Everywhere there have been realised daily control of effective stocks 
of all kinds, and forthcoming evidence at any moment of the status of 
customers. 

A survey of conditions in the Czechoslovak banks will yield the following 
data. 

The call for mechanisation came to us after the Great War mainly 
from our neighbour Germany. In that country, this was partly accounted 
for by cheapened payments in inflation-marks. In our state the hoped- 
for results from mechanisation of bookkeeping and controls have been 
however attained only partly, as regards retrenchment in business 
costs scarcely at all. This may be explained partly by the fact that in 
Czechoslovakia the exchange of relatively higher qualified officials 
against cheaper workers could not keep pace with the tempo of mechanisa- 
tion, mainly from social motives. Besides, the widespread decline in 
business of all kinds, especially in our industrial districts and above all 
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in branch establishments, hindered full utilisation of the capacity of 
machines. 

But concurrently with the introduction of mechanisation, the direc- 
tions of banks as a whole have undertaken drastic revision in respect of 
the proper conduct of work and controls. From that moment capable 
and interested leaders in organisation have been constantly occupied 
with this question, and, in my opinion, this is the explanation of the 
fact that all the banks interested have derived advantage from mechani- 
sation. 

British accountants who have already worked on the continent will 
bear me out that the business carried out in our banks is more "complicated 
than it is in England and America. Customers are less educated, their 
requirements vary, the cheque system as contrasted with western condi- 
tions is still entirely undeveloped, while bank charges and commissions 
are so small that a large part of the turnover of the commercial banks 
yields no profit. 

We must therefore all the more aim at a rational employment of 
mechanisation, and avoid increase of business costs, and I believe that 
the following experiences wiH prove of interest especially in countries 
similarly situated. 

Large central banking establishments may employ those of minor 
education for mechanical work, but properly qualified officials for super- 
vision and control. In smaller institutions an all-round education of 
individuals is indispensable. 

In my country, as a general rule men have proved more competent in 
handling accounting machines than women. Inconvenient periods of 
daily working time are compensated by bonuses. 

Connected work is carried out in adjoining rooms where possible. 
Difficulties arising from remoteness are surmounted through pneumatic 
and strap posting as well as by errand boys. Intellectual work is kept 
widely separate from machine rooms. 

Printed sets of slips gummed at the side, as against perforated slips, 
permit the use of differently coloured paper. 

Multiplicity of slightly differing forms is to be restricted. 

Employees engaged with machines are also conversant with current 
repairs. In large establishments a regular mechanic is one of the staff 
occasionally with his own workshop. 

Individual choice of machines is more important than price. As far 
as adequate utilisation is concerned, the dearer device is usually the 
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better. The increased costs of supplementary mechanism for the purpose 
of cross addition and automatic balancing are more than recouped since 
they save time, labour, and trouble. 

At least as important as the system selected is appropriate accommoda- 
tion to the practical needs of individual departments in detail and to 
joint work. 

But even the best system of mechanisation is valueless without ex- 
perienced and vigilant managers, and trustworthy and contented col- 
laborators who take pleasure in their work. 

In conclusion I take leave to submit to this great international assembly 
a few further proposals of wider importance. 

Use of printed forms of letters by bank customers, as well as by State 
banks, clearing houses, post office savings banks, public offices, &c., 
which forms may serve as a basis for booking. 

What great advantages a unification of organisation in the banks of 
the same country — at least in the main principles — ^would bring, is shown 
by the possibility offered that a bank giving an order to another bank 
could simultaneously execute the order form, the note for customers on 
each side, as well as copies for internal use — all this without multiplica- 
tion of work. 

Thus, in mutual interests secrecy will be avoided in favour of widest 
dissemination of practical working lines for mechanical organisation of 
bookkeeping and controls as well as for valuable mechanical aids to 
accountancy, paying heed to different conditions prevailing in different 
countries. Intensive propagation of suggestions for improvement by 
means of books, professional journals, the press, lectures, broadcasting, 
and training schools. 

Above all, my esteemed colleagues, let all of us be prepared, in a spirit 
of gaUant adventure, to face boldly and strenuously any emergencies 
which may arise ; let us each one prove pioneers of progress, practical 
and therefore welcome helpers in the difficult conditions of crisis through 
which all countries are passing. 

I am sure all my colleagues from the Continent will agree with me, if 
I here declare in the name of them all, with a bow to the memory of one 
of the noblest and bravest naval commanders on earth, that we shall 
always remember his signal at Trafalgar — 

England expects that every man will do his duty. 

Mr. J. Scott-Moore, F.S.A.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, in the first place, I should like 

N 
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to offer Mr. Ashworth my very hearty congratulations on what everyone 
will agree is a most painstaking and informative paper. Mr. Ashworth 
has dealt with the subject from the respective points of view of both the 
accountant and the auditor. My acquaintance with the subject has been 
a practical one, and mainly from the point of view of the accountant 
engaged in the endeavour to devise and apply the most economical means 
of accounting in the fullest possible detail for the expenditure of public 
funds amounting to some millions a year, in the provision, development, 
running and maintenance of a large number of public institutions. It is, 
therefore, from this point of view only that I can offer a few very brief 
remarks. 

The functions of the accountant qua accountant may be broadly 
divided into {a) physical and {h) psychical. The physical functions I take 
to cover the operations of collection and arrangement of data, and the 
psychical those of interpretation of those data by intellect and reason. 
It is obvious that mechanical methods can be applied only to the former 
category. 

In considering the physical compilation and arrangement of accounts 
by mechanical means, the first factor in the problem is the ascertainment 
of the extent to which the work consists of exactly similar operations 
upon elements differing merely in their dimensions. So far as work of this 
nature is found to exist, it is eminently suitable for mass treatment by 
machine, providing that the output is sufficient in bulk to justify the 
expenditure. It is questionable whether it is ever economical to employ 
machines, however great the bulk of total work, unless the work can be 
segregated into separate groups of nearly repetitive operations. 

One factor of the problem is found in the necessity for securing that 
the system of accounting to which machines are to be applied shall be 
sound, complete, entirely devoid of non-essentials and not liable to 
variations of process. This aspect is of extreme importance for the reason 
that every machine has very rigid limitations, and any alterations to a 
system might involve extensive alterations to or even a complete change 
of machines. In this fact lies a distinct tendency for machines to assume 
the mastery. 

Mr. Ashworth has dealt with this danger on page 288 of his 
paper. He points out that the machine should be applied to the 
system and not the reverse. This I submit is, in practice, only capable of 
application to a certain degree, and so far as the mechanisation of ac- 
counting work is possible both now and in the future, it must always 
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inevitably be limited by the capacity of available machines for the work 
required. 

Where, therefore, the management of an undertaking desires to install 
mechanical means of accountancy, to my mind far the best course is to 
submit to selected makers of machines a scheme embodying the ac- 
counting system required, and to leave the mechanical experts on their 
side to devise and submit proposals for carrying them out by the available 
normal types of machines, or by machines specially modified or even 
designed for the particular purposes. It will almost inevitably be found 
that both system and machines will require modification before a satis- 
factory solution is arrived at. 

Mr. Ashworth is undoubtedly correct in his contention that the ease 
with which analytical work can be accomplished by machinery has a 
strong tendency to encourage over-elaboration and unnecessary work. 
There is, however, another aspect to this. When converting a man- 
power system to machine-power, it is inevitable that certain minor pro- 
cesses readily performed by human beings will have to be scrapped, 
because they are incapable of performance by machine. When this stage 
has been reached, it is useful to pause and consider whether this scrapping 
of redundant work could not equally well be carried out and the desired 
economy effected by coupling with it the continuation of the man-power 
system. Put in another way, while bulk analytical work is easy by 
mechanical methods, and in consequence over-elaboration is encouraged, 
the adaptability of the human machine tends also to encourage the 
growth of other sorts of '' frills on a system which could, by constant 
review and strict though intelligent criticism, be dispensed with- 
in outlining the demands of the management upon the accountant, 
the author of the paper has hinted at a measure of leadership by the 
office, but he has hardly laid sufficient stress on the possibilities of a pro- 
gressive accountant equipped with up-to-date machines, as a factor in the 
functions of a complicated organisation. Increasingly the need for, and 
the aid of, some powers of prediction are felt in modern undertakings. 
The management not only requires to know, promptly, whether there 
have been increases or decreases, rises or falls, what is the magnitude of 
those changes and how they arise, but is coming to require information as 
to rates of increase or decrease and the influence or extraneous factors 
on such rates. The proper analysis and interpretation of such figures can 
only be provided by the accoimtant. They obviously become of more 
importance the more promptly and frequently they are provided. The 
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unmatliematical executive is prone to attach importance to magnitude 
rather than to rate of change, and an accounting branch equipped with 
modern machines can best produce and present such information in the 
most convincing form. 

One point to be borne in mind in comparing mechanical accounting 
means with more old-fashioned methods is that while the elimination to a 
large degree of the* human element provides some decrease in the possi- 
bility for manipulation of entries and resultant defalcations, on the other 
hand the use of machines necessitates the increased adoption of cards 
or loose leaf records, and there are certain disadvantages in this which 
are well known to all of us. Mr. Ashworth dismisses these as fast dis- 
appearing prejudices (p. 309) but experience shows that there is a good 
deal of sound foundation for the prejudices. 

The suggestion that the subject of mechanical accounting should take 
a prominent place in the professional examination syllabus, and that 
lectures and machine demonstrations should be provided by the various 
students’ societies, is most valuable and it cannot be too strongly urged 
that it should be implemented by those responsible without delay. The 
makers of accounting machines are always ready to give demonstrations 
as a part of their advertisement campaigns, and much expense can be 
saved by taking advantage of this ready help. 

On page 311 of his paper Mr. Ashworth claims that '' the use of machi- 
nery in accounting requires a higher standard of intelligence and alertness 
in the machine operators than is usually required in clerks engaged in 
the ordinary routine of book-keeping,” I have very grave doubts, based 
upon some years of practical experience, as to the truth of this conten- 
tion. While careful instruction is undoubtedly essential before an operator 
can be trusted to manipulate a machine, the normal operating is auto- 
matic to such an extent that certainly no greater intelligence or alertness 
is called for than are usually found in the average clerk. It is a fact that 
the monotony of the work after a time places a severe strain upon the 
nervous system, and it is common experience that women operators 
suffer less from neurotic effects than do men. This strain, however, can 
hardly be described as ” mental.” 

Dr. L. J. Comrie, Superintendent of H.M. Nautical Almanac Office, 
recently stated that the faster the process of transcribing a number the 
more accurate it is. He bases this conclusion on the observation that 
when figures are copied by hand, the mind has time to transpose or con- 
fuse them between the time they are read and the time they are written 
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down. With full keyboard machines the sight of a figure produces a reflex 
action so that the impression of the figure is immediately translated into 
the action of depressing the right key, and the impression then instantly 
fades, leaving the mind free to receive the next impression. Hence an 
operator who can attain high speed will also attain high accuracy. 

In arb opinion recently given by Lieut.-Col. Sir Arnold Wilson, Chairman 
of the Industrial Health Research Board, it was pointed out that the 
operators of calculating machines are seldom offered promotion to higher 
posts or pay beyond a certain point, and that in consequence the use of 
machines will not require a high standard of education. Sir Arnold claims 
that in time this will probably make for contentment. While this effect 
of the use of machines is to be deplored, I am confident that it is none 
the less the inevitable effect. 

It will come to be recognised in time that a high standard of manual 
dexterity is far more important than a high standard of intelligence and 
education. 

Mr. a. Cathles, O.B.E., C.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, I have no apology to offer for taking 
part in this discussion, as I am one of the many thousands who in Scot- 
land, during the past two centuries, had fathers who, in the words quoted 
by Professor Annan were, or who were eligible to be considered, '' de- 
cayed merchants and I thereby became one of the beneficiaries of the 
goodwill of George Watson, the first professional accountant in Scotland 
and began my education in the art of bookkeeping in the school which he 
founded. 

It will, in my opinion, show in my friends in Edinburgh a lack of appre- 
ciation of the fitness of things if in the course of the programme which 
they have devised for this Congress in Edinburgh next week, they have 
not included a visit to that School which is a not ill-fitting monument to 
Accounting as an aid to the accountant 200 years ago. 

And if that visit is paid, the visitors may perhaps be pardoned if, when 
looking at what is admittedly a magnificent institution, they wonder if 
the merchants became decayed as the accountant flourished. 

As I read it. Professor Annan's paper is a plea to the practising 
accountant to help commerce to make profits. That is a plea which 
I most heartily support, because I believe our profession can help 
if it will. 

Our profession has grown in importance at least in this country, not 
because it has helped the business man to make profits, but because it 
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has been forced upon the business community by the requirements of 
the Government, the Stock Exchange and the banks. 

The Government says Thou shalt have an auditor/' so the business 
man somewhat reluctantly agrees. It says '' Thou shalt pay income- 
tax according to these most complicated regulations " and the business 
man sends for the man who has audited his books to help him out of his 
trouble. The Government and the Stock Exchange Committee say 
'' Thou shalt have a certificate of profits in thy prospectus,” and he 
sends for his own or someone else's auditor. The bank manager says 
” Before lending you money I want to see audited accounts ” and again 
the auditor is called in. Later, when the bank cannot get its money back 
a practising accountant is given the job of selling up the business so as 
to recover as much as possible for the bank. 

In all these functions the accountant undoubtedly renders valuable 
service, but in none of them is he actually helping the business man to 
make profits. 

Surely, then, it is small wonder that on the whole the practising ac- 
countant is looked upon by the business man in commerce as a necessary 
evil. 

Professor Annan has indicated that the first step we should urge our 
clients to take is to institute the preparation of monthly profit and loss 
accounts. I entirely agree, but these accounts must be efficient accounts, 
not merely tabulated statements of income and expenditure under the 
old-fashioned headings and in the old-fashioned form. 

They must comprise manufacturing accounts which do show true cost 
of the products manufactured during the month, and trading accounts 
which show the cost and sales values of the goods sold and the expense 
of selling and distributing, and the expenses in these accounts must be 
shown under appropriate headings so that the efficiency of the expendi- 
ture on each of the activities of the business may be readily judged, 
because the business man's interest is in the efficiency of the expenditure 
and not in its volume. 

From such monthly accounts it is only a short step to monthly depart- 
mental accounts, and [cost accounts (which after all are only an analysis 
of departmental accounts) are then just next door. And from sound cost 
accounts the business man can judge the efficiency of his business. 

As a profession we have in the past paid a great deal of attention to 
the volume of expenditure and its authorisation and none to its efficiency. 
If we are to render really constructive aid to commerce we must devote 
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a great deal of attention to this institution of accounts which will show 
the business man the degree of efficiency which he is obtaining from his 
expenditures and thus we shall help him to make profits. 

We shall then no longer be looked upon as necessary evils. 

Mr. Richard Witty, F.S.A.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, most of you are aware that, I 
think in the year 1935, there is to be an International Congress of Scientific 
Management. Mr. Ashworth's paper that has been given to-day will be 
of very great interest then, as showing the progress which may be made 
between the years 1933 and 1935, because in his paper he has given us a 
very clear map of the advance trenches on the battlefield of commerce. 
I am therefore going to content myself this afternoon by just congratu- 
lating Mr. Ashworth on his paper, and if I may, I would like to hail him 
as a pioneer, a very worthy pioneer, in the important task of breaking 
through the ignorance, possibly it may be the lethargy, or possibly yet 
again only the conservatism of a large section of the accountancy pro- 
fession towards this most important aspect of commercial progress. 

Mr. F. O. Tiley, F.L.A.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, I have read with great interest Pro- 
fessor Annan's paper on Accounting as an Aid to Commerce " and 
have learnt for the first time that it is generally known as a Heaven-sent 
profession. Commerce cannot be carried on without the aid of capital, 
and therefore anything that accountancy can do to increase the confidence 
of shareholders in their investments must be an aid to commerce. At the 
present time the ordinary shareholder loses all control of his capital once 
it has been invested, and the report which he receives with the annual 
accounts once a year is extremely brief. I believe it would be an aid to 
commerce if we could assist the investor by amplifying the auditor's 
report. If instead of the bare statement we made comments upon the 
progress of a concern, showing the ratio between expenditure and sales, 
the investor would have some knowledge of how the business was really 
progressing. To-day beyond the bare accounts, which many shareholders 
do not understand, he only gets a record of the progress from the chair- 
man's speech, and that necessarily is given with an eye to what is advis- 
able to tell the public and the shareholders. I therefore venture to suggest 
that that is one way in which we could aid commerce. A previous speaker 
mentioned that the greater portion of our business lay in the direction of 
moderate and smallish businesses, and the heads of those firms often- 
times after you have gone to great trouble to prepare statistics fail to 
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understand what they teach. If much more use could be made of charts 
than is made at the present day we could interpret to intelligent people 
the meaning of these statistical figures. I make that as my second sug^ 
gestion. Mr. Chairman, my Lord President, ladies and gentlemen, I 
thank you. 

Mr. John Myers, F.C.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, the Chairman wields the thunder- 
bolts of Jove in such an inscrutable manner that I am afraid my remarks 
must be very attenuated, even at the risk of not being able to pursue my 
subject. (Laughter.) I am sure you will agree that we have listened to a 
most interesting and instructive paper from Professor Annan, and one 
which, when published, will be a valuable addition to accountancy litera- 
ture. 

Accountancy as a profession has many advantages, and so far as my 
experience goes, very few disadvantages. Amongst the advantages which 
may be placed in the forefront is the fact that a knowledge of accountancy, 
where the articled clerk or the apprentice has acquired it in an office 
which can afford all-round experience in general practice, carries with it a 
training which should prove invaluable in any future career after the 
term of service under articles. Not only does it necessarily fit the articled 
clerk for the practice of his profession, but it opens up the long and broad 
avenues of a commercial career. 

That accountancy has always been an aid to commerce cannot be gain- 
said. From very early days, methods of accounting, crude and simple 
though they may seem to us now, have accompanied and assisted the 
carrying on of trade. It is, however, only within comparatively recent 
years that accountancy as an aid to commerce has developed to the 
extent which it has reached to-day. At the same time I doubt whether 
accountancy has been harnessed and developed as an aid to commerce to 
anything like the full extent of the capacity of such development. 

The first essential in the training of an articled clerk is a sound theoreti- 
cal and practical knowledge of bookkeeping, and the articled clerk or 
apprentice is fortunate who has opportunities given to him in the early 
stages of his career in the office in which he serves his articles for writing 
up complete sets of commercial books and original documents. It is by 
this method that he acquires the ability to build up the accountancy 
systems of the businesses with which he may be concerned in after days, 
and it is this opportunity which wiU form the foundation of his training 
as a business doctor. Accountants are rapidly beginning to be regarded 
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nowadays, more than has formerly been the case, as business doctors, 
to be called in by all and sundry to advise the proprietors or, in the case 
of a limited liability company, the board of directors, (i) as to the state 
of health of a business which is failing or which at least is not giving 
satisfaction, or making the progress which might be reasonably expected 
of it aivi (2) as to the remedies for such a state of affairs which may be 
required to restore the patient to health. * 

I submit, however, that the duties of the business doctor are entirely 
distinct from those of the auditor, of which the lecturer has spoken. The 
duties of the business consultant are not necessarily of the same nature 
or confined to the same hard and fast lines as those of the auditor. The 
duties of the business consultant, when carrying out his cure, are practi- 
cally unlimited, while those of the auditor, while not perhaps limited to 
his bare responsibilities, are to a great extent limited to the precise object 
for which he was appointed, namely, to guard the interests of the pro- 
prietors or shareholders by auditing the accounts of a company or business 
at a past date and certifying their accuracy. If I may say so with 
respect, there appears to be in the paper to which we have just listened 
a little confusion as to the work to be carried out by the accountant as 
an auditor and that which he may carry out as a business doctor or 
consultant. Professor Annan takes, and rightly so, a broad view of the 
duties of the auditor, but he seems to me to imply that the auditor 
should, in addition to the duties of the audit, always be on the lookout 
for improvements in the accountancy system of the company or business 
with which he is concerned, even to the extent of carrying out a con- 
siderable amount of work in doing so, for the purpose of making sugges- 
tions as to improvements to the proprietors or directors, who perhaps 
might very reasonably object to his carrying out, quite apart from his 
duties as an auditor, a great deal of work which, in their opinion, was 
unnecessary or not within his province and which in any case he had 
not been specifically instructed to do. It might well be that where an 
auditor had perhaps exceeded his duty in this way, he might lay himself 
open to adverse criticism from a board of directors either for such excess 
of duty or for the expense which it might involve. 

Undoubtedly, in carrying out our duties as auditors we acquire most 
valuable experience, which fits us to act as business consultants. It 
sharpens our perception in diagnosing where weaknesses may exist in 
businesses, and it trains our faculty in estimating character and dealing 
with the faults and ailings of an element, which we have to deal with in 
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everyday practice, that is, the human element. I submit, however, to 
this meeting that while carrying out our duties as auditors, we should be 
careful not to exceed these duties, although we should, in order to prove 
our utihty alike to the shareholders and to the directors, keep a vigilant 
eye for any channels which might be pursued and suggestions made to 
the proprietors of the business or the board of the company, in orcjer that 
such might be followed by us in our other capacity as business consultants 
or doctors, if you like to use the term. 

I was very interested, as I have no doubt we all were, on hearing the 
lecturer's views as to cost accounts and inventories. The examination 
of cost records, with a view to arriving at the value of work in progress 
in connection with an audit, is essential, but it is an examination which 
can, in my opinion, be carried to greater lengths than are necessary. 
Where an efficient system of cost records is kept by a factory, in my 
opinion it would be sufficient for the auditor, in endeavouring to ascertain 
whether the correct value of work in progress had been taken credit for 
in the accounts under review, to apply such a test or tests of the cost 
system and records as would satisfy him that the work in progress was 
correctly and honestly taken credit for in the accounts of the company. 
I submit that, if the auditor carried this out and was honestly satisfied 
with the result, he would be absolved in any question which might arise 
as to his competence or otherwise in carrying out his duties in this respect. 
He certainly should not accept without inquiry and test the directors' 
certificate as to the value of the stock and work in progress, which does 
not release him from his bounden duty to satisfy himself as to the fairness 
and correctness of the values taken credit for. 

With regard to the question of the basis of valuation of stock in trade 
where questions of taxation are concerned, I submit that the Inland 
Revenue has no right to dictate what that basis shall be, providing always 
that it can be shown that the same basis has been consistently adopted 
from year to year, and that it is not varied without good, sufficient and 
sound cause. Stocks should not, of course, be deliberately undervalued 
for the evasion of income-tax or for the creation of hidden reserves ; 
whether manufactured or otherwise, stocks should be valued on the most 
conservative basis compatible with fairness and honesty to aU parties 
affected by such valuation. 

No one will dispute the lecturer's remarks as to the value of periodical 
statistics in the conduct of a business. They are, where properly prepared 
a chart whereby the ship is steered through commercial waters, and any 
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proprietor of a business of any size, who attempts to conduct it without 
the aid of such periodical statistics, may be courting disaster, and is in 
any case not doing his business justice. It is, again, I might point out, 
no part of the auditor's duty to see that statistical records are kept. All 
the auditor can do in the absence of statistical records is to show his 

interest in the business by making a recommendation that it would be 

* 

all the better if statistical records were kept. • 

With regard to the lecturer's remarks upon cash records, and particu- 
larly those in connection with the columnar cash book, I do not under- 
stand what is meant by cumbering the cash book with cheques drawn 
on the bank in favour of third parties, and I should be glad if the lecturer 
could give us some explanation of his remarks in this connection. 

I am sure we all agree with the lecturer as to the advisability of keeping 
a plant ledger, where any considerable quantity of plant is employed in 
a business. Not only does this afford a ready record for the proper 
treatment of depreciation, but it is a most valuable aid in dealing with 
the subject for income-tax purposes, and I have particularly in mind the 
case of a company which may run a large number of motor cars. 

I was interested in hearing the lecturer's reference to George Watson, 
and at the risk of being personal I might say that the main reason for 
my interest is that I happen to be an old Watsonian, and on a visit which 
I paid some years ago to the offices of the Merchant Company in 
Edinburgh, which administers the fund left by George Watson for the 
endowment of the hospital referred to by the lecturer, through the courtesy 
of the secretary, I was able to examine George Watson's bookkeeping 
exercise books and account books dated from 1674 to 1677. These books 
contain journal entries and ledger accounts which are written in a hand 
which would do credit to many an articled clerk or apprentice of the 
present day, and many of the pages are headed with the motto Laus deo 
in Rotterdam — “ Praise to God in Rotterdam," George Watson having 
learnt his bookkeeping in Holland. I doubt whether the articled clerk 
or apprentice of to-day views his bookkeeping exercises in the same de- 
votional spirit, so severe are the tests to which the modem articled clerk 
is subjected before he obtains the qualification which will give him the 
right and the title to hold himself out as competent to be an auditor or 
a business consultant, or in the words of the lecturer's paper, an Aid 
to Commerce." 

Again, in conclusion, I should like to say how very much we have 
appreciated Professor Annan’s paper. 
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Mr. F. J, B. Gardner, M.C., F.C.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, in the year 1494 Lucas Pacioli, 
of Borgo San Sepolcro, addressed a treatise to the Venetian merchants 
on the subject of bookkeeping as an assistance to their ventures. In the 
year 1933, 439 years later. Professor Willian Annan finds it desirable to 
address the world at large on accounting as an aid to commerce.^ Lucas 
Pacioli had eight ^ages of prefatory matter, a dedicatory epistle to the 
Duke of Urbino, a survey of contemporary arts and sciences, and of 
308 pages only 13 dealt with bookkeeping. Professor Annan in his 
dedication apologises or rather dismisses the subject as futile to discuss 
with accountants and then proceeds to^ mention education, engineering, 
a homily on auditing and audit practice, agriculture, socks and hose, 
and after branching off for a little into economies, concludes with the 
statement that the aim of business should be to make profits. In an 
International Conference one would have thought there would be some 
delegates representing that vast concourse of people who when reading 
a balance sheet feel that it is written in a language which they term 

Double Dutch,'" and, Mr. President, I regret that the Committee of 
the Conference have so far failed in their duty in omitting to send invi- 
tations to the very important body who speak that tongue. 

When first perusing Professor Annan’s paper I hoped to find some 
suggestion as to how the professional accountant could come to the aid 
of that body of the public who are in need of interpretation of so-called 
“ Double Dutch,” for it does seem to me that what is required of most 
business men is a knowledge of how to use their accountants and auditors. 

It is not far wrong to say that the majority of business men regard 
their professional accountant merely as the individual who prepares their 
annual balance sheet, and if they get into financial difficulties will again 
come on the scene. The preparation of the annual balance sheet should 
take a relatively low place in order of importance in the services the 
professional accountant can render to his client. By the variety of his 
experience, following on his wide general training, he can, if his client 
realises how to use him, be of invaluable assistance, and I should have 
liked to have seen this fact stressed in Professor Annan’s paper. 

Professor Annan, on page 274, says “ The causes of the decline or failure 
of established businesses is usually the insidious development of un- 
satisfactory features which may have been long unsuspected.” In other 
words, the onlooker sees most of the game. This is evidenced by an 
afternoon at Twickenham, when the opposing sides are cheered by the 
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sound advice of ** Feet ! Feet ! Feet ! ** Professor Annan would have us 
say '' Costs ! Costs ! Costs ! 

After all, the professional accountant must be a man of vision. I 
understand that when a piece of music is played a mental picture appears 
before the eyes of the trained listener. For example, when the brass 
instruments blare forth and the bass tambourine and kettle drums make 
resonant sound the players and trained listeners can actually see the 
Gods falling out of Valhalla, before parachutes were invented. To the 
trained eye the balance sheet is not a jumble of figures set forth in Double 
Dutch but a representation of areal and live entity, pulsing with energy, 
and, we hope, reversing the reference to parachutes, with no kites flying. 

Professor Annan does not understate the position when he states we 
are a Heaven-sent profession, but I am not sure where Heaven has sent 
us. Hercules was sent to clear up the Augean stable ; have we been 
sent to clear up the financial chaos of the present day, a task which 
doubtless we should successfully accomplish, after receiving our instruc- 
tions in writing, and preparing an audit programme, and engaging another 
articled clerk or two, premiums payable by the State ? 

The accountant comes up against the raw realities of business life and 
passes beyond the realms of theory. He must be practical, and when 
Professor Annan touches on education he is dealing with a subject which 
of itself could form the basis of a vital discussion. I would venture two 
observations : firstly, during the years of articles the young student 
must be concerned with the theoretical side. It is when he has passed 
his final examination that the most important part of his education 
commences, and it is here I feel that as a profession insufficient provision 
is made for post-graduate instruction. 

The other point I have in mind is that nowadays Universities and other 
bodies have started facilities for commerce degrees and business training. 
There are two dangers they must guard against — one, the overburdening 
of the young brain with a too-heavy load of a mass of subjects, many of 
a specialised nature, and the second, allowing theory to outpace practical 
experience. 

On page 262 Professor Annan suggests that statistics should show the 
effects of advertising campaigns. Here surely is a case of theory versus 
practice. Can statistics alone ever show the effect of an advertising 
campaign. Key letters, code numbers and what not are all very well, 
but it is recognised as a practical impossibility to measure accurately a 
given plan of advertising. 
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Professor Annan is on safer ground in utilising statistics to find the 
effect on profits or losses of a restriction on output. When in our heavy 
industries directors are reduced to quoting on what may be termed 
'' least loss basis ” — that is, deciding to accept an order on a basis which 
though showing a loss incurs a lower deficit than closing down a depart- 
ment or putting it on to a maintenance level — the importance of accurate 
costing is obvious. ^ 

The modern accountant recognises the important part machines have 
to play in financial recording. The trouble so often is that the conservatism 
of employees in old-established businesses prevents or hinders their 
proper and efficient use. 

Professor Annan suggests that we may be inchned to think more about 
the limitations of our liabilities than the furtherance of our clients' inter- 
ests. He may recall a certain cause celehre in the medical world as a result 
of which, I believe, it is almost impossible to get a general medical prac- 
titioner to certify a lunatic. The result can be seen to-day ; a world being 
run apparently by a body of the mentally unstable. 

We are a lone profession ; in the church the priest can refer to his 
bishop, the solicitor to counsel, the soldier to his senior officer, but we, 
acting with the best will and of honest purpose, get referred to a judge and 
jury, and subsequently appear before our peers in the form of the Investi- 
gation Committee of our respective societies. This latter procedure should 
be reversed. After we have been judged by those competent to appraise 
the heinousness of our fault or otherwise then should the judge and jury 
see and hear us. 

As a matter of practice, however, although possibly we may have in the 
back of our minds our legal liability, we do in fact endeavour to serve 
primarily our clients honestly, and strive to do our duty. 

I do not propose to discuss Professor Annan's treatise on auditing, or 
whether interest on capital is a charge or not, but I should like him to 
explain what he means on page 271 by sa5dng What is the sense of cum- 
bering the cash book with cheques drawn on the bank in favour of third 
parties ? " As a coroUary to that statement, why burden the cash book 
with cheques received from third parties ? In fact why have a cash book at 
all? 

In expressing thanks to Professor Annan for his labours in preparing 
the paper may I express the hope that it may lead the business world to 
learn how to use their accountants and auditors. 

Mr. G. T, B. Fall, B.A., CA. (Great Britain) : Mr. Chairman, my Lord 
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President, ladies and gentlemen, two most important matters seem to 
my mind to arise from the paper before us. Both vitally affect our future 
status, usefulness, and welfare. The Professor has discussed, from the 
point of view of their future value to commerce, the training of new 
entrants to the profession ; he has also mentioned the growing tendency 
of comyierce to seek, for the higher commercial posts, men trained in the 
offices of professional accountants. 

With regard to the former point, he called attention to the greater 
emphasis placed on costing in the examinations of certain of the British 
Societies. I would, however, remind you that, at least in this country, 
one of the main claims in favour of our system of training is that it com- 
bines practical with theoretical instruction. I personally rate the former 
exceedingly high. I am convinced that the main reason for the respect 
which we enjoy in the eyes of the business public is that, while having a 
very fine theoretical training, we have instilled into us a most useful prac- 
tical knowledge. I would, however, suggest that modern needs call for a 
very considerable broadening of the practical side. The difficulties are, 

I admit, great, but they are not insuperable. I particularly refer to 
instruction in modem commercial organisation and practice, including 
especially mechanised accounting, costing, budgetary control, statistics, 
and similar matters. Practical training on these points is to all intents and 
purposes entirely lacking as far as entrants to the profession, in this 
country at least, are concerned. 

With regard to men entering commerce as a full-time job, the fact that 
they are in increasing demand must not be misinterpreted. The larger 
houses, of the type that employ such men, realise that their training is 
good up to a point, but sadly lacking beyond that point. Such men are 
regarded as of value, because their professional training has developed 
imagination, initiative, and an uncircumscribed outlook, and they are thus 
receptive and productive ground for the specialist instmction it is still 
necessary for them to be given, but much of which could have been 
imparted to them while under articles in the profession. 

The commercial community obviously has, as far as we are concerned, 
two needs of considerable importance. Firstly, it requires practising men 
who can, from the outside, diagnose, advise, initiate, reconstruct, and 
generally assist not only in financial and pure accountancy matters, but 
also in matters of costing, mechanism, and the other points to which I 
have referred. Secondly, it needs highly skilled accountants as full-time 
members of its staff. These two needs it is endeavouring to fill from the 
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ranks of onr profession, but it is finding that the men it gets require a 
considerable amount of preliminary practical experience and instruction 
There is, therefore, a tendency for outside specialist societies, whose 
members receive the training we do not give, to be formed. These, then, 
are the needs of the commercial community. Does the profession propose to 
meet them, or are we going to leave those we claim to serve to lopk else- 
where ? • 

If I may venture to trespass on your time a few minutes further, I 
would like to offer a constructive proposal which I submit to be perfectly 
feasible since the solution of our problem is ready to hand in the person 
of the qualified accountant already in commerce. 

I would suggest that entrants to the profession should be classified in 
two categories, namely, those who propose to continue in the service of 
professional firms, and those who will later enter commerce. While the 
former would be given some practical commercial experience, this would 
receive much greater prominence in the training of the latter. To this 
end the system of apprenticeship would have to be entirely changed and 
the co-operation of qualified accountants in commerce would have to be 
obtained. In the case of the first class of candidate they would serve under 
articles with a professional firm for, say, three-quarters of their total appren- 
ticeship, while the second class would only serve for say one-half. It 
might be necessary to increase the total period of articles. The remainder 
of their time would be served under a member of their Society employed 
in commerce, who would, of course, only be allowed to accept such ap- 
prentices if he could ensure their gaining a full insight into all phases of 
commercial activity. They would not be used as clerks to such account- 
ants, but would be trainees under their guidance, studying the general 
principles of commercial organisation. The examinations of the profes- 
sional candidates would remain more or less as at present, but for the 
commercial candidates the examinations would give greater prominence 
than at present to these special commercial subjects to which I have 
referred, so that apprentices could receive a portion of their training 
under the guidance of such commercial accountants. 

If such a scheme were instituted, not only the goodwill of qualified 
commercial accountants would have to be enlisted but their status and 
needs would require careful consideration. They could not be left in their 
present rather isolated position, for now, in this country, at least, directly 
they join a commercial house they become practically outcasts from 
amongst their professional brethren. 
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I would suggest that provision should be made in all societies for specific 
representation on their councils of this large section of the profession, 
probably in the ratio of their numbers to the total membership. Their 
post-qualification needs for continued study of modern problems should 
be met by carrying out something in the nature of the Professor's idea 
with regard to courses of research, and making the findings available to 
all members. This alone would be most invaluable, for the commercial 
accountant has one disadvantage under which his professional brother 
does not labour, and that is that he only has the experience obtainable 
from a study of the problems of his own one firm or series of allied firms, 
and thus his outlook tends to become rather cramped. 

May I venture to thank the Professor for his remarks and to hope that 
our profession will recognise that industry wants our help, if we are 
properly equipped, but if not will turn elsewhere, and that therefore the 
time has come when an upheaval of our ideas and training must be 
undertaken if we are to continue to be “ an aid to commerce.” 

Mons. le Prof. G, L. Trancu Iasy (Roumania) spoke in French : 
Mr. Chairman, my Lord President, ladies and gentlemen, the problem 
of accountancy as expounded by Professor Annan is one of the most 
interesting that accountancy has in its profession. 

This problem interests me in my quality as Professor at the Academy 
of High Commercial Studies and at the Ecole Superieure de Commerce in 
Bucharest. We prepare the new generations who will be the accountants of 
the future. We ought therefore to prepare the way that our successors 
should follow in the struggle for business. 

From the point of view of the adviser of the business man, this role 
surpasses the activity of a single undertaking. Through his business a 
commercial man enters into the economic life of the State. The accountant, 
therefore, is the liaison between the business man and the entity of the 
State from the point of view of finance and judicial relations. I see with 
great pleasure the interest that our Congress takes in this problem. 

I seize this occasion to pay my homage to the organisers of this Congress, 
which will prepare the new economic life where practice cannot go without 
theory and where theory, as we have had many examples before us, can do 
nothing without the profound knowledge of how to do it. I will plant deep 
into the souls of my pupils my heartfelt impressions of London and the 
valuable work of this Conference, and I am sure that the harvest will be 
satisfactory for future generations. 

I, as an Honorary President of the Roumanian Delegation, am very 



370 MECHANICAL ACCOUNTING— AIDS TO COMMERCE 

much in favour of the proposal made by the Italian delegate that the next 
Conference should be held at Rome. 

Mr. a. W. Tory, F.L.A.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, I would preface my few remarks by 
expressing appreciation of the comprehensive manner in which Professor 
Annan has dealt with his subject. 

The client of yesterday was quite satisfied to have an annual balance 
sheet covering the whole of his activities, and usually he did not know till 
the balance sheet was made up whether his year's working had been profit- 
able or not. To-day he wants to know his position from week to week, or 
at least from month to month, and a proper system of accountancy will 
reveal it to him. 

Again, in large-scale businesses he does not want to know merely the 
total profit or loss. He wants to know what each department has done. 
He may want to know the production cost of a given item. He wants to 
know how expenses in one department compare with those in other 
departments and with those in the same department for previous years. 
He is not satisfied to feel the main pulse of his creation ; he wants to feel 
the throb of life in every member ; he wants to dissect these members, 
probe about in them for signs of weakness, or wasting, or decay, try the 
effect on them of special tonics, such as advertising, find if they pay for 
scientific feeding with new machines or methods. He wants intelligent 
forecasts of what the result will be if he lops off a member or grafts on new 
ones. He wants to be able to have a complete picture of the whole creation 
given to him at short notice whenever he calls for it. And all these wants 
are satisfied by up-to-date accounting. What his thermometer, stetho- 
scope, and all his other scopes are to a doctor, what compass, barometer, 
chronometer and sextant are to a sea captain, that, and more, account > 
are to the business man. But they must be properly organised and kept 
accounts. 

Industry requires of accountants not merely to be atom smashers, but 
rather to be X-ray merchants. The responsibility of practising account- 
ants towards commerce is great, and this Conference will prove invaluable 
in focusing that responsibility. 

Mr. W. F. Edwards, A.S.A.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, only by making itself of value 
to commerce can the profession of accountancy progress. Its rate of 
progress depends on how well and how quickly it educates the commercial 
world to appreciate the value of, and the necessity for, enlisting its 
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services in management. Too often is it believed that its chief functions 
are those relating to auditing and income-tax. No effort should be spared 
by the profession itself to show how it can not only assist but actually 
and actively participate in management, with benefits to commerce and 
the whole community. Small concerns should realise that capable financial 
manageipent is often of more importance to them than it is to large con- 
cerns, as most small concerns experience especial difficulties which arise 
as a result of trading with insufficient capital. In commerce it is not 
generally, and hardly ever fully, appreciated how valuable and essential 
to the welfare of any business are the qualifications and experience of a 
trained accountant. In this country some progress has been made towards 
getting boards of directors to realise the value of a capable financial 
executive whose comments and views are acted upon — as well as listened 
to — but the rate of progress leaves much to be desired. I feel very strongly 
on this subject as I have for some years past had experience of American 
businesses and of how important they consider it to be to have available 
full information on the trend of sales volume and costs, expenses, and the 
capital invested in the business. All such information is closely studied 
with a view to seeing where performance — and net profits — can be 
improved. 

In this country many bearing the titles/of accountants in business are 
acting merely as expert bookkeepers ; they are forever engaged in 
putting in what they believe to be their correct places in the books the 
various figures which result from the daily transactions of the concern. 
Furthermore, even this task is not tackled aggressively ; the work gets 
in arrear and the final figures are produced so late that they prove of little 
or no use to the executive in aiding them in the formulation of a policy 
for the ensuing period. The average business executive must be educated 
to realise that the full benefits, and profits, from a satisfactory sales 
volume are obtained only where there is also efficient financial control 
and planning. If as much care was exercised in the choice of a finance 
manager and if the views of the finance manager were acted on as readily 
as are those of the sales manager, more profits would be made and many 
losses would be avoided. 

Some professional accountants still remain unconvinced that regular 
accounts for the shortest period possible are necessary to the efficient 
conduct of a business. Even where they agree they are necessary they 
often believe it to be impossible to prepare them promptly vdthout in- 
curring excessive cost. It will be found in practice that where accounts. 
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previously prepared only annually, are prepared, say, quarterly, the 
additional information so gained will be found so valuable that monthly 
accounts will be considered even more beneficial. Where monthly ac- 
counts have been prepared — and have been used — for a considerable 
period it will be found that the business is under such excellent and close 
financial control that a reasonably accurate forecast of results ^or some 
months ahead can readily be prepared. Where such forecasted results are 
unfavourable they should not be adopted by the executive as their 
objective until all possible steps have been taken, there and then, to 
adjust the revenue and/or the expenditure for the forecast period. In 
certain circumstances — ^but not as often as many executives lead them- 
selves to believe — such immediate adjustments may be possible but not 
advisable. The executives are then possessed of the information that a loss 
will be made, that it could be avoided, but that they have decided, as a 
matter of policy, that no action shall be taken. A business managed on 
these lines will always be healthy and more prosperous than those of its 
competitors who are without such knowledge. 

When discussing this matter I have often been told that the average 
business in the United States is larger than here, and it can therefore 
afford to have efficient financial control. The answer is that no business 
can aford to be without it. No business, however small, wiU prosper and 
make maximum profits — or minimum losses — unless the importance of 
financial management is fuUy realised and the duties pertaining thereto 
are entrusted to a person capable and qualified to discharge them. Where 
the business is so small that it really cannot afford a trained accountant 
on the staff the auditor should endeavour to arrange that his services 
are enlisted as financial adviser, as distinct from auditor. Too often is it 
considered in a small business that the only use for the professional 
accountant other than to conduct the audit is to act as a cheque signatory, 
as a precaution against fraud. This is a poor use to which to put the 
knowledge and experience he possesses, and could apply, were he per- 
mitted, to the benefit of the business and its owners. The accountant is 
too often told he does not appreciate the technical aspect of the problems 
upon which he is commenting and his views are usually discounted and 
often ignored as a result of this lack of technical knowledge. This attitude 
indicates a confusion of thought on the part of executives. A business 
lacking technical direction at the top is less likely to fail than one lacking 
financial direction. For efficient management both are required, but in 
actual practice many persons with technical knowledge and some money 
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consider they are well qualified to run the financial side of a business. 

The Chairman : My Lord President, ladies and gentlemen, before 
I call upon Professor Annan and Mr. Ashworth to wind up the discussion 
of their papers, I hope you will forgive me if I occupy one or two minutes 
in referring to Professor Annan's paper, and particularly to the subject 
of education, a theme to which prominence is given throughout the 
paper. I am glad that this is so because I have noticed lately a tendency 
in certain quarters to disparage the value to our students of a University 
education. This, to my mind, is very regrettable, for whatever our views 
may be about a University education, I think few will deny that it has 
the great virtue of teaching a man to think for himself. In these days of 
strenuous and increasing competition, the value of a broad and indepen- 
dent outlook in the conduct of any profession is incontestable. Particularly 
is this true of our own profession of accountancy : as the Professor points 
out, the range of services offered by the accountant of the future will 
inevitably be very much wider than it has been in the past. The change, 
indeed, is already taking place : not only must the successful accountant 
be well founded on the theoretical and practical sides of accounting, he 
must in addition have a comprehensive knowledge of industry in all its 
phases, and he must be able to advise in the management of a business. 
He must, in short, be ready and able to make himself conversant with 
matters outside the strict confines of his own profession if he wishes to 
give the full value of his services. In the past it may perhaps have been 
sufficient to accept facts and statistics as they were placed before him ; 
now it seems to me essential, so complicated are modern industrial prob- 
lems, that he should if possible acquire some practical knowledge of the 
business to which these facts and statistics are related and so be in a 
position to check them. The accountant, I am sure you will agree, must 
take a larger view of his profession, and this applies to his dealings with 
all business, both great and small. 

We are forced, then, to recognise the need for education in the fullest 
sense of the word, and here it is that the benefits conferred by the 
Universities become most apparent. 

I am very glad to notice the professor’s reference on page 275 to research, 
because, may I say finally, it is a subject in which the accountancy bodies 
must and should be deeply interested. I cannot imagine that there is any 
real ground for his apprehension that the resources of commerce would 
not freely supply the funds necessary for the scheme that he has in mind. 
I will now call on Professor Annan to reply. 



374 MECHANICAL ACCOUNTING— AIDS TO COMMERCE 

Professor Annan : Mr. Chairman, my Lord President, ladies and 
gentlemen, I have such a short time in which to reply that you will excuse 
me if I am very brief in my remarks. It is impossible to touch on one half 
of the points that have been raised by the numerous speakers, ranging 
from my friend Mr. Banks, with his illustration, from the treetops of 
Maine, to those two '' children '' of George Watson who came dpwn from 
Edinburgh to London and remained there and who gave us the benefit of 
their remarks this afternoon. The object that I had in view in writing the 
paper was to bring out the importance of accounting, more particularly 
to small businesses, and to show that the superiority in numbers of small 
businesses is a real thing, I might mention that during the last 13 years, 
limited companies of £50,000 capital and under were formed and regis- 
tered to the number of 114,000, against companies in Great Britain of 
£50,000 and over of some 8,000 only. That, I think, indicates the supe- 
riority in numbers of small businesses and the need for accountancy in 
regard to them is correspondingly great. I can only touch on two points 
that were mentioned and which I am glad to see were emphasised. First 
the question of tuition : It has been suggested that there should be some 
teaching in schools to prepare students for the work of accounting and 
cost accounting. Mr. Dunkerley, I think, in opening the discussion re- 
ferred to that. May I say with all deference that I think it would be a 
good thing to introduce in the schools a broad study of business economics 
and finance to take the place of much of the teaching of bookkeeping that 
is done in schools at the present moment. I may be wrong, but I rather 
think that the bookkeeper of the present day is not being properly taught. 
For example, he looks upon balancing his books at the end of the year as 
the one thing of paramount importance. It is not his fault ; he has been 
taught to do that. I think the tuition of the bookkeeper of the future 
should be more on the lines of the suggestions which I have made in the 
paper — ^rather to tell him how to get out figures daily, weekly and monthly . 
We accountants must try to tell our clients in figures the results of their 
operations as they occur. 

It has been said by one of the speakers that sometimes we do not give 
our clients matter that they could understand, and he advocated a greater 
use of charts. I am afraid I have no time to enlarge on that point, but 
I have some views about it. Charts are all very well, but they have to be 
very carefully prepared ; you must not put too much in them, otherwise 
they lose their effect ; but a wise accountant will, in addition to supplying 
the figures, furnish a chart when necessary. 
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It has also been said that I have been somewhat confused in dealing 
with the auditor’s position and the position of the advisory accountant, 
Mr. Myers, I think, said that it would never do for an accountant to 
prepare a lot of figures without being instructed and then to ask his 
client to pay his fees. I agree. I suggest that these figures should be 
brought ®ut for the help of the client, that it should be^done by arrange- 
ment between the client and the accountant, but that the offer to do so 
should come from the accountant. 

In conclusion, I should like you to make careful note, please, of the 
concluding remarks of the Chairman. I am glad he stressed the point 
that I made about instituting some research work in accounting methods. 
I think that is important. We find research in all sorts of scientific sub- 
jects. Business is a science, accounting also is a science now, and I suggest 
the time is ripe when research work should be commenced. For myself, 
I have been a student of accounting for longer than I should like to say, 
but the humblest day that I have in the week is the day when I read the 
weekly issue of The Accountant, It shows me what a vast amount of 
knowledge there is to acquire, it shows what a vast extent accounting 
matters cover, and I feel when I have read it that I know very little indeed 
about accounting. In Scotland we have an issue once a month of what is 
called The Accountant's Magazine, That magazine makes us more humble 
still because, in addition to all the weekly and daily matters of interest, 
we are given the examination questions of the examining bodies in 
Scotland, and if anyone wants to feel humble in their accounting work, 
I should recommend them to read those examination papers. 

I wish, in conclusion, to thank you for the way you have listened to 
the paper, also those gentlemen who have made remarks upon it. I thank 
you, ladies and gentlemen. 

Mr. Ashworth : Mr. Chairman, my Lord President, ladies and gentle- 
men, I am very anxious not to trespass upon the time which has been 
allocated to my friend Mr. Hewetson Nelson, who is to read the next 
paper, so I will be as brief as possible. As a matter of fact, there is very 
little to which I have to reply, because everyone has been so exceedingly 
kind to my paper. 

Mr. Polak made reference to the question of machinery and internal 
check. My experience has been that accounting machinery and mechani- 
cal accounting systems assist and develop internal check and do not place 
any hindrance to the various checks which the auditor may desire to 
put into operation. I am very glad that Mr. Polak stressed my remarks 
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upon the advisability of carefully planning and continually overhauling 
the mechanical accounting work. It is certain that, unless the work and 
system of mechanical accounting is under the constant supervision of 
the accountant, trouble will ensue, mainly by reason of the fact that the 
detail will become stereotyped and excessive. Congestion of the machines 
will result and the accountancy expense will grow enormously. ^ I would 
like to assure Mr!" Polak that there has been no slip of the pen in 
my reference to daily balances. Mr. Dunkerley, who has had quite con.' 
siderable experience in this direction, has just told us that he is able to 
prepare his accounts and have them ready for submission to his Board 
within two or three days after the end of the accounting period. I, my- 
self, have obtained similar results. That could not be done economically 
without machinery and without daily balances. 

Mons. Kamil Augsten also supports my remarks with regard to daily 
balances. Then again, in these days credit, both received and given, has 
to be carefully and constantly supervised by the management. The 
preparation of daily balances of bought and sold ledgers is a very useful 
aid in this connection. 

Professor Annan has had quite a number of interesting things to tell 
us about accounting as an aid to commerce, but the point I would stress 
is that enlarged upon by Mr. Gillett, who emphasised the need for the 
closer association of the accountant with management. This is a point 
in which I feel that our profession should be intensely interested, because 
I believe the future of our profession will include the audit of management, 
which, in my opinion, is seriously required in the present day. We should, 
therefore, I think, begin to equip ourselves for that task. 

I thank Mr. Scott-Moore for the kind things he has said about my 
paper, but I do not agree with him when he compares interpretation of 
accounts to the psychic. I see nothing psychic about interpretation. 
Interpretation is the essence of the accountant's work. A bookkeeper 
is no good as an accountant, although we have many people posing as 
accountants who are, in effect, nothing more nor less than bookkeepers. 
The distinction between the accountant and the bookkeeper, in my 
opinion, is that the former must be an interpreter of results. 

Mr. Scott-Moore also refers to the question of intelHgence of operators. 
I find, and have found, that a greater degree of intelligence is required by 
machine operators. They have got to be able to do something imme- 
diately on those rare occasions when things go wrong. Of course, there 
is not yet a perfect system under the sun ; at least I have not met it. 
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The machine operators require a keener grasp of their job than the book- 
keeper does under the ordinary bookkeeping rule-of-thumb methods, 
where every debit and credit has its proper place, because there is the 
manipulation of the machine to be considered. 

With regard to the strain on the nervous system, I have never yet had 
a case of collapse, although I do admit that if the operators are not 
properly trained — a point emphasised in my paper — thhre is a possibility 
of their getting panicky when things go a little wrong, which is not con- 
ducive to proper nervous health and usually makes confusion worse con- 
founded. 

With regard to Mr. Witty's remarks, I can only say Thank you." 
He has been extremely kind and generous in what he has had to say. I 
only hope that my paper has increased thought in our profession, not 
only on the question of mechanical accounting, but also on that of the 
relationship of the profession to management and I hope that some good 
will come out of my humble effort. Thank you. 

The Chairman : That concludes the meeting, ladies and gentlemen. 
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A Century's Progress 

I. It is well, in times like the present, to recall that our pre- 
decessors faced as intense a depression, and difficulties relatively as 
great, as those which confront the nations of the world to-day. 

'' The present moment is one of great distress," wrote the 
Edinburgh Review in 1830, '' but how small will that distress 
appear when we think over the history of the last forty years : a 
war, compared with which all other wars sink into insignific- 
ance ; taxation, such as the most heavily taxed people of former 
times could not have conceived ; a debt larger than all the 
public debts that ever existed in the world added together ; 
the food of the people studiously rendered dear ; the currency 
imprudently debased, and imprudently restored. Yet is the 
country poorer than in 1790 ? We fully believe that, in spite of 
all the misgovernment of her rulers, she has been almost con- 
stantly becoming richer and richer. Now and then there has 
been a stoppage, now and then a short retrogression, but as to 
the general tendency there can be no doubt. A single breaker 
may recede, but the tide is evidently coming in. 

'' If we were to prophesy that in the year 1930, a population 
of fifty millions, better fed, clad and lodged than the English of 
our time, will cover these islands — ^that Sussex and Huntingdon- 
shire will be wealthier than the wealthiest parts of the West 
Riding of Yorkshire now are — that cultivation, rich as that of a 
flower-garden, will be carried up to the very tops of Ben Nevis 
and Helvellyn — that machines, constructed on principles yet 
undiscovered, will be in every house — that there will be no 
highways but rail-roads, no travelling but by steam — that our 
debt, vast as it seems to us, will appear to our great-grandchildren 
a trifling encumbrance, which might easily be paid off in a year 
or two — ^many people would think us insane. We prophesy 
nothing ; but this we say — ^if any person had told the Parlia- 
ment which met in perplexity and terror after the crash in 
1720, that in 1830 the wealth of England would surpass all 
their wildest dreams — ^that the annual revenue would equal the 
principal of that debt which they considered as an intolerable 
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burden — that for one man of £ 10,000 then living, there would be 
five men of £^ 0,000 ; that London would be twice as large and 
twice as populous, and that nevertheless the mortality would 
have diminished to one-half what it then was — ^that the Post 
Office would bring more into the exchequer than the excise and 
customs had brought in together under Charles II — that stage- 
coaches would run from London to York in twenty-four hours — 
that men would sail without wind, and would be beginning to 
ride without horses — our ancestors would have given as much 
credit to the prediction as they gave to GuUiver's Travels. Yet, 
the prediction would have been true ; and they would have 
perceived that it was not altogether absurd, if they had con- 
sidered that the country was then raising every year a sum 
which would have purchased the fee-simple of the revenue of 
the Plantagenets — ten times what supported the Government of 
Elizabeth — three times what, in the time of Oliver Cromwell, 
had been thought intolerably oppressive. To almost all men the 
state of things under which they have been used to live seems to 
be the necessary state of things. We have heard it said that 
five per cent, is the natural interest of money, that twelve is 
the natural number of a jury, that forty shillings is the natural 
qualification of a county voter. Hence it is that, though, in 
every age, everybody knows that up to his own time progressive 
improvement has been taking place, nobody seems to reckon on 
any improvement during the next generation. We cannot 
absolutely prove that those are in error who tell us that society 
has reached a turning point — that we have seen our best days. 
But so said all who came before us, and with just as much 
apparent reason. ' A million a-year will beggar us,' said the 
patriots of 1640. ' Two millions a-year will grind the country 
to powder,' was the cry of 1660. ' Six millions a-year and a 

debt of fifty millions,' exclaimed Swift, ' the high allies have 
been the ruin of us.' ‘A hundred and forty millions of debt,' 
said Junius, ' well may we say that we owe Lord Chatham more 
than we shall ever pay, if we owe him such a load as this.' 
' Two hundred and forty millions of debt ! ' cried all the states- 
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men of 1783 in chorus — ' what abilities or what economy on the 
part of a minister can save a country so burdened ? ' We know 
that if, since 1783, no fresh debt had been incurred, the in- 
creased resources of the country would have enabled us to 
defray that burden at which Pitt, Fox and Burke stood aghast, 
to defray it over and over again, and that with much lighter 
taxation than what we have actually borne. On what principle 
is it, then, when we see nothing but improvement behind us, 
we are to expect nothing but deterioration before us ? 

2. Time has amply justified the Edinburgh Review. Despite 
present anxieties, we look back on a century marked by great social 
and material progress. Concurrently there has been a rapid growth of 
large scale enterprise and capitalist combinations in industry, 
commerce and finance. 

In facing the task before me, therefore, I start with the assumption 
that capitalist combinations' are a genuine attempt to improve the 
trade of the world, to provide the reasonable reward of capital, of en- 
terprise, and of labour, and to improve the general welfare of the people. 

3. While endeavouring to face the problem squarely, we must not 
forget that it is one of those questions in which the short view may 
well prove a wrong view. To quote a single illustration, we have con- 
sistently heard of the dangers of centralisation, and have noted, with 
some measure of relief, that more recently the principle of decen- 
tralisation has begun to operate in several important mergers. The 
explanation is not necessarily the obvious one, namely, that the 
dead hand of centralisation ” has proved a failure. Rather the 
position has been that, with a view to investigating thoroughly the 
practices of many departments or works, centralisation as a tem- 
porary expedient was necessary, in order, at a later stage, to apply 
the principle of decentralisation as the permanent policy. Even then 
exceptions are necessary, as very naturally the accounting must be 
largely centralised. 

4. Still speaking in general terms, I am not unconscious of the fact 
that the law of diminishing returns applies to other worlds than that 
of agriculture, and that a capitalistic combination may become so 
top-heavy that the additional dose of organisation, or new capital, 


o 
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fails to produce adequate profits. It is a question of discrimination, 
and of very delicate discrimination, to determine the psychological 
moment at which to stop. And having determined it, where is the 
executive which has the courage to stop ? It is so much easier to let 
the snowball go on, growing bigger and bigger, adding million to 
million, until the inevitable happens, and safety, at any rate tem- 
porary safety, is^found in a writing-down scheme. 

5. Table I of the statistical data which conclude this paper 
indicates that during the four years 1928-31, an analysis of twelve 
companies reconstructed in that period shows that out of £Z 7 > 77 ^ 
paid up capital, £28,693,930 (76 per cent.) required to be written off, 
and new capital obtained to the extent of £8,769,617. 

Humanising Mass Production 

6. There are evidences of an unquiet mind in regard to the recon- 
ciliation of adequately large scale and efficient production with the 
claims of personality and human life. Lord Irwin, speaking in 
Yorkshire in July last, directed public attention to the subject. He 
pointed out that there were people who denied that large scale 
production and the nobler human interests can exist side by side, 
and that mass mentality must, in the long run, be fatal to individu- 
alism. It was evidently the same kind of thought which was at the 
back of the minds of the writers on International Industrial 
Agreements '' (League of Nations, Geneva, 1931), when they warned 
executives of the grave responsibilities incurred by pursuing mis- 
guided policies. But even that publication does not specifically 
touch the question raised by Lord Irwin, although it discusses 
elaborately the lowering of production and selling costs, the ad- 
vantages of the quota system, the maintenance of the balance 
between production and consumption, the effects of industrial 
agreements on consumers, and the fact that success in all these 
matters guarantees the worker a much higher degree of security 
than isolated undertakings which are more exposed to the ups and 
downs of a period of economic instability and insecurity.'' 

7. I am, of course, aware that in many of the larger mergers, 
including Imperial Chemical Industries, a department is set aside 
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under a capable head, which is specially charged with the welfare of 
the workers, and observation during visits to various works has 
indicated to me the large measure of success which has attended 
the labours of these departments. In fact, so great has been that 
success, that I well remember a well-known Labour leader declaring 
to me^his abhorrence of welfare organisations for the workers on 
the ground that they delayed the nationalisation of the means of 
production. 

It will be remembered that the late Lord Melchett insisted upon 
maintaining personal contact with his workpeople, and for this 
purpose established his system of Works Councils. 

The work of the National Institute of Industrial Psychology, in 
its many-sided activities, is undoubtedly rendering a national service 
of first class importance at the present time. 

The Origin and Development of Combines 
Competition and Regulation, 

8. I propose to give the widest interpretation to the word com- 
bine '' (with some subsequent and closer definitions). I include all 
commercial, industrial and financial organisations, which com- 
prise the fusion or active co-operation of common interests within 
some regulative scheme of operation, whether loosely formed or 
closely knit. Combines vary from informal associations of business 
men, having in view some mutual regulation of their trade or indus- 
try, to world-wide organisations, controlling successive stages of 
production and distribution, from raw material to the retail sale of 
the finished product. 

9. The regulative as distinct from the purely competitive prin- 
ciple of trade and production has an ancient and historic origin. 

I suspect that Joseph, as corn controller of Egypt, was representing a 
powerful food combine which affected a substantial portion of the 
then known world. The ancient guilds in Great Britain and the 
Continent of Europe controlled industry and trade, in their then very 
limited sphere, by regulation and co-operation, thus restraining com- 
petition. To-day the small manufacturer or trader who increases the 
number of his establishments is simply applying in a limited degree 
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the idea of rationalisation and of combination. By utilising his own 
directing force and initiative over an extended area of trade, he hopes 
for an expansion of turnover and profits without increasing his prices. 

Thus, through history, commerce and industry have been shaped 
and governed by free competition on the one hand, and by regula- 
tion and combination on the other. That is equally true of "modern 
private and capitalistic enterprise. 

10. In 1919 the Committee on Trusts set up by His Majesty's 
Government in Great Britain reported as follows : '' We are satis- 
fied that trade associations and combines are rapidly increasing in 
this country, and may within no distant period exercise a paramount 
control over all important branches of British trade." 

In a report issued by the Economic and Financial Section of the 
League of Nations on Industrial Agreements in 1930, the Committee 
stated, '' We are witnessing the creation of industrial, commercial or 
financial organisations on a colossal scale, utilising an enormous 
capital and extending their activities over the whole world." 

11. The operations and activities of combines have forced them- 
selves upon public notice generally, in addition to the close attention 
which is regularly given to such movements in official and business 
quarters. The subject is peculiarly appropriate for an International 
Congress on Accounting by reason of the international scope and 
influence of combines, and because our professional advice may be 
sought in regard to their constitution and operation. The anticipa- 
tion of the Committee on Trusts in 1919 has proved substantially 
accurate, and the organisation and activities of combines are produc- 
ing changes in commerce and industry profoundly affecting the 
economic and social life of western countries. The daily life of 
every person in these islands, particularly in the urban areas, is 
touched at some point or another by the activities of a combine. 
Natural Monopolies in Great Britain, 

12. Transport and public utility enterprises must inevitably be 
permitted a substantial measure of monopoly within their own 
spheres. Unrestrained competition would be practically impossible 
and financially disastrous. Even in that heyday of competitive enter- 
prise, the nineteenth century, the railway companies were estab- 
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lished by Acts of Parliament, and endowed with both privileges as to 
their powers and regulations as to their services and charges to the 
public. The railway company at its inception was not necessarily 
a combine, but it had to operate what was necessarily a monopoly. 

13. In Great Britain there is in effect Parliamentary regulation 
of natural monopolies, since all companies launched t« carry on public 
utility undertakings must be constituted by special Acts of Parlia- 
ment. On the other hand, coming to more recent years, large com- 
bines in various industries have been established. They are not 
subject to any special legislation applicable to combines, but are 
constituted under the Companies Act, and their operations are subject 
to common law. 

Period 1900 to 1914. 

14. It is difficult to assign any exact date when the trend towards 
combination started in Great Britain, but combinations had made a 
definite impression on industry and commerce during the later part 
of the nineteenth century. In 1907 there was published a work by 
Mr. H. W. Macrosty on the Trust Movement in British Industry, 
which gave descriptive accounts of various forms of combines in 
nine groups of industries and trades, but extending to a large number 
of undertakings. Nevertheless, during this period the dominant force 
in industry and commerce was still individualistic and competitive. 
The War Period", 

15. During the Great War the whole organisation and machinery 
of production were subjected to abnormal pressure under the driving 
force of government and necessity. There was immense speeding up 
of invention, technique and organisation, leading to mass-production 
over wide areas of industry. Conditions were exceptional, and in 
spite of suggestions to the contrary, it would be irrational for war- 
time pressure and organisation to be resuscitated in the normal times 
of peace. The human strain was too great, and intense activity gave 
way to a reaction, begetting serious industrial consequences. 

Period 1920 to 1932 .* The Rise of Rationalisation, 

16. At the same time the industrial experiences of the war period 
were not lost ; they had in fact produced a radical change of attitude. 
There was less universal adherence to the doctrine of free competi- 
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tion, although the idea of combination generally was still not free 
from prejudice in the public mind. '' Trusts had not lost the 
sinister implication derived from the anti-trust campaign in America 
in the 'nineties. Those trusts, it was alleged, thrived upon exploita- 
tion of the consumer and adopted business methods which were open 
not only to legsrl but to serious moral objection. In Great Britain, 
apart from a spasmodic attempt to limit post-war profiteering under 
the provisions of an Act of Parliament (whose power and operations 
quickly expired), no anti-combine legislation has been invoked. 

17. Combination in industry cannot be adequately considered 
without some attention to the question of rationalisation. 

The slump of 1920-21 (in intensity not comparable to the present 
position) arose from the general over-production which took place 
after the war. This position demanded immediate action. The idea 
of rationalisation, which developed first in Germany with a view to 
the reorganisation of German industry, took root elsewhere. Indus- 
trial organisation in Germany is now substantially based on ration- 
alisation, operating for the most part through cartels. 

18. The great prosperity in the United States of America was 
characterised by a wide extension of combination, mass-production, 
high output and intensive sales. Obviously a country which produces 
62 per cent, of the world's cotton, 61 per cent, of its petroleum, 40 
per cent, of its copper, 37 per cent, of its coal, 34 per cent, of its pig 
iron, 38 per cent, of its steel and 45 per cent, of the world's electrical 
energy has much to teach us in the matter of scientific management. 

In Great Britain rationalisation was considered, but applied with 
caution and accepted with limitations and reserves. The last decade 
has been marked everywhere by rapid progress in science, invention, 
transport and organisation, lending themselves to the application of 
rationalisation in industry. Impelled by these forces and by econo- 
mic instability, the combination movement has exhibited remarkable 
impetus. Finally, in the report of the Committee on Industry 1927, 
under the auspices of the League of Nations, a definite recom- 
mendation was made for the application of rationalisation to industry. 

19. This report stated that the rational organisation of production 
and distribution was one of the principal factors in increasing output, 
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improving conditions of labour and reducing costs of production. 
Its purpose was to secure the maximum efficiency of labour with the 
minimum effort, to facilitate research into methods of manufacture 
and to encourage the use and replacement of standard parts ; to 
eliminate waste of raw material and power, to simplify unnecessary 
transport, excessive financial burdens and the useless multiplication 
of middlemen. Its ideals were to afford the community greater 
stability and a higher standard of living, to lower prices of goods 
adapted to the consumer's needs, to secure a fair and reasonable profit 
and a fair distribution of it. 

20. To the accountancy profession these are familiar principles, 
the application of which it has constantly recommended. Although 
the Committee did not say so in specific terms, it has come to be 
assumed that combination of units in an industry is a first essential 
to rationalisation. There has been the assumption that the small 
undertaking is more or less inefficient, and that the principles of 
rationalisation are incapable of application on a small scale. Such a 
generalisation in my view is not always tenable. I suggest that 
rationalisation requires to be seasoned with considerable discrimina- 
tion. 

Rationalisation has undoubtedly been a powerful stimulus to the 
development of combinations in the last ten years, but a number of 
combinations have taken place which were not necessarily a re- 
sponse to any sound economic principles, but seem to have arisen 
from the conjunction of opportunity and leadership. 

Rationalisation 

21. In the year 1928 Dr. W. H. Coates asked, What is to be 
understood by this term ? '' and in reply quoted with approval the 
summary given in '' Scientific Management in Europe '' (Inter- 
national Economic Conference, Geneva, 1927) : — 

Study of methods for stabilising production and emplo3mient. 

'' Standardisation (normalisation, unification, simplification). 

Elimination of waste. 

'' Horizontal and vertical combination ; national and inter- 
national industrial agreements, cartels, trusts, syndicates ; 
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action by governments, by public services, by employers’ and 
workers’ organisations. 

“ Specialisation ; mass-production and distribution ; study 
of the general problems of the distribution of raw materials, the 
organisation of markets, transport power and labour supply.” 

^ Forms of Combination 

22. The variegated character of industrial and commercial com- 
binations is remarkable. A combine may be carried on simply by 
casual meetings of those engaged in the same trade, perhaps locally, 
with hardly any link of effective organisation. At the other extreme, 
we find the most highly centralised manufacturing and distributing 
concerns, international in scope and operations. The methods 
employed to make combines effective are numerous, and it is diffi- 
cult to generalise in regard to them. Three main divisions, however, 
seem to have emerged. 

23. First there is the Terminable Association, which is a loose 
association of representatives of a common trade or industry, or of 
undertakings engaged in various branches of the same or cognate 
industries. These associations frequently are not constituted as 
legal entities, but they have sometimes been the most effective in 
their practice. They have been the subject of some criticism by the 
public, which views with suspicion and dishke any organisation 
which might be described as a ring.” Their work has been limited 
to methods of selling, prices and trade conditions. Sometimes, but 
less often, they have arranged for an exchange of views on problems 
common to the trade, but for the most part they have been concerned 
with the maintenance of prices or the protection of producers against 
unfair or cut-throat competition. 

24. In the next division we find combinations partaking of the 
character of cartels, more commonly called Pools in Great Britain. 
'' ' Cartels ’ are associations of independent undertakings in the same 
or similar branches of industry established with a view to improving 
conditions of production and sale. They are called ' syndicates ’ 
or ' comptoirs ’ where they have set up a common sales organisation.” 
(League of Nations Memorandum on International Industrial 
Agreements, 1931.) 
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The agreement between undertakings constituting a pool or cartel 
is more closely defined than in the case of terminable associations, 
and the cartels are frequently national or even international in 
character. (For example, the Rubber Restriction Scheme and the 
European Aluminium Cartel.) 

25. Ixic the third division are combinations proper, which in 
America are usually described as mergers ; in Great Britain the 
term combine has also been employed. Combines in America 
were originally operated by trusts, but the method of trusts (the 
surrender and concentration of voting power) is now obsolete and was 
prohibited by the Sherman Law and Clayton Acts. Combines gener- 
ally consist of a parent company (which may or may not be an 
operating company in itself) enlarged by its own progressive expan- 
sion or by the direct amalgamation with itself of other under- 
takings ; alternatively amalgamation may be effected by a new 
company purchasing outright a number of other small companie 
which cease to exist. More usually, the parent company acquires the 
whole or the majority of the shares of other undertakings, the policy 
of which it controls, and their operations are brought for all prac- 
tical purposes within its ambit. At the same time, these subsidiary 
undertakings retain their separate legal existence as companies. 
In Great Britain we have become familiar with the idea of the 
holding company and its subsidiaries. 

26. A distinction must be made between a '' horizontal '' and a 
'' vertical combination. A horizontal combination is a group of 
undertakings engaged in the same trade at the same stage of produc- 
tion, for example, a drapery combine, or the European Aluminium 
Cartel. A vertical combination consists of the combination into one 
organisation of different undertakings, carrying out successive stages 
in production, from the raw material to the finished article, or even 
to the retail sale to the consxmier. For example, a single aluminium 
holding company might control — 

{a) a company for producing and shipping bauxite (the raw 
material) ; 

[b) a company carrying on the manufacture of alumina (the 
pure oxide of aluminimn) ; 
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{c) a hydro-electric company for supplying power ; 

[d) an aluminium smelting company to operate electric furnaces 
for extracting the metal from its oxide ; 

{e) an aluminium rolling mills and foundry company ; 

(/) a company carrying on the manufacture of aluminium 
utensils^and parts ; 

(g) a company for carrying on the sale of aluminium domestic 
utensils to distributors or to the public. 

The Organisation and Finance of Combinations 

27. In practice a combine may be formed by — 

[a) outright amalgamation with other companies ; 

(&) the formation of a holding company controlling subsidiaries ; 

(c) a profit-sharing pool ; 

(d) selling associations. 

Amalgamah’ons. 

28. Amalgamations have the advantage of definiteness and 
permanency, but practically it is rather more difficult to effect an 
outright amalgamation than to use one of the other methods. 
Amalgamations also involve technical and legal considerations in 
regard to the transfer of fixed assets. An amalgamation may take 
place by company A. acquiring company B., or company B. acquiring 
company A., or a new company C. acquiring company A. and com- 
pany B. The method of amalgamation must be carefully considered. 
I would particularly mention three aspects : — 

(а) the control of future policy ; 

(б) the ratio of fixed interest and fixed dividend-bearing capital 
to the whole capital of each of the companies ; 

(c) the rates of fixed interest and fixed dividend to be borne and 
the terms upon which such capital is to be repaid in the event 
of winding-up. 

By the retention in the amalgamation of blocks of debentures or 
capital bearing a low fixed rate of interest, the advantages of the 
combination would accrue to the equity shares, since a heavy new 
commitment for the repayment of such capital would be thereby 
avoided. 
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Holding Companies. 

29. A holding (or parent) company can acquire the shares of a 
number of other companies. The parent company may itself be an 
operating company. Alternatively, a new holding company may 
be formed to acquire the capital of all the companies to be 
formed into the proposed combine. Each company involved re- 
mains a legal entity, but the control definitely passfe to the holding 
company and the actual business policy of the subsidiary companies 
will inevitably be changed, having regard to the interests of the 
combine as a whole. 

Pools. 

30. A pool is generally effected by an agreement for the profits of 
each of the companies (or firms) concerned to be combined into a 
common fund and distributed in the ratio laid down in the agreement. 
The ratio of distribution is generally based upon past performance. 
This may be accompanied by some arrangement as to the operating 
and selling policy of all those units in the pool. This is the least ex- 
pensive method of effecting a combine. There would probably be a 
joint committee to manage the pool. The agreement being for a 
period of years, its renewal may become the subject of delicate 
negotiations. Moreover, towards the end of the period, constituent 
companies in their policy may have undue regard to their interests in 
negotiating a renewal. 

It will be recognised that a number of accounting questions must 
arise in regard to the computation of profits, the treatment of depre- 
ciation, directors’ fees and the employment of new capital. These 
matters, if not carefully handled, may lead to awkward disputes. 
Selling Associations and the Rebate System. 

31. The method of selling associations is familiar in connection 
with the German cartel. These associations generally operate by 
fixing percentage quotas for the various units in the combine, and by 
a geographical division of markets. While the total output of the 
combine may not be fixed, each unit has to make a return of its 
output or sales for a given period. Compensation has to be paid to a 
pool when the percentage quota is exceeded, and compensation is 
received when the quota has not been reached. In such cases it may 
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well happen that it will pay an individual unit to exceed or not to 
reach its quota. Instances have occurred where it was more remunera- 
tive for a very inefficient unit to close down and to rely upon the 
compensation it received from the pool. Clearly, if this were to go on 
indefinitely and over any considerable area, the total financial and 
economic effect would be most unsatisfactory. 

32. The rebate system has also been extensively used. Here dis- 
tributors are required to purchase from the combine only, and to 
undertake not to purchase similar goods from competitors outside 
the combine, in consideration of a special periodical rebate. 

This is the principle employed by shipping conferences in paying 
rebates to shippers. Having regard to the special conditions ob- 
taining in the shipping trade and the need for regular services, the 
rebate system has been reasonably justified. 

33. It wiU be seen from this brief review that the members of the 
accountancy profession have responsible duties to perform, and in 
each of these methods of amalgamation must combine professional 
wisdom with strict impartiality. 

Mr. A. E. Cutforth, C.B.E., has written an admirable book en- 
titled Methods of Amalgamation '' which deals in further detail 
with the general accounting questions I have outlined in this para- 
graph. 


International Agreements 

34. A short epitome of international agreements may appropri- 
ately be set out here, 

{a) International Steel Agreement (E.I.A.). 

35. The report of the Experts of the League of Nations appears 
somewhat inconclusive — ^it is stated that the difficulties were great — 
but the object of the agreement was to regulate production and 
indirectly to check excessive fluctuations in prices. 

[b) The Franco-German Potash Agreement, 

36. The purpose is to restrict production of German potash to 
efficient works. The French organisation aims at popularising the use 
of potash as a fertiliser, and the selling of potash products. The total 
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German output satisfies 3/4ths and the combined French and German 
output i9/20ths of world requirements. 

The total supply and the total demand are divided between the 
members on a quota basis. It is declared that the agreements have 
been beneficial in — 


{a) stabilising prices for the farmer ; 

[b) keeping prices low to increase demand. 
The production for 1926-28 was : — • 



Germany 

France 

Total 


Tons 

Tons 

Tons 

1926 

1,260,047 

352,034 

1,612,081 

1927 

1,518,724 

333,273 

1,851,997 

1928 

1,690,469 

427,997 

2,118,466 


(c) a common propaganda policy ; 


{d) united scientific study to extend the use of potash under 
varying conditions. 

37. The above views, extracted from a League of Nations publica- 
tion, I submitted to one who has had a long experience in potash. 
His reply seems sufficiently important to merit (in part) insertion 
at this point. 

'' Before the war Germany possessed in Stassfurt and Alsace 
the only known deposits of potash in the world. I remember in 
my early days, potash was mined in Germany in the same way as 
coal in this country, by the individual owners of the various 
potash mines. The output was sold in open competition at 
prices up to los., according to the various qualities of sul- 
phate, muriate or kainit, f.o.b. German ports. 

As the result of the Franco-German war in 1870 the pro- 
vince of Alsace passed to Germany, and in Alsace were dis- 
covered immense deposits of potash. Germany practically said 
to herself — ^Why should we, owning the only known deposit in 
the world, give away the benefit of this valuable asset ? The 
result was the formation of the great and powerful Stassfurt 
Syndicate, embracing in its folds every potash mine in Germany 
and Alsace, and the price was fixed at £8 los. f.o.b. German 
ports, for all the buyers of the world. The S3mdicate backed by 
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the Deutsche Bank had agents in every country of the world, 
and enjoyed a world monopoly. 

On the termination of the war, the province of Alsace re- 
verted to France ; the French Government immediately ap- 
pointed a potash controller and entered the world's markets with 
Alsatian potash. The result was severe competition with 
Germany, accompanied by a cutting of prices until they reach- 
ed a low level. This lasted for some considerable time, until an 
agreement was made between the German and Alsatian in- 
terests, followed by a gradual rise in prices. 

“ Then potash deposits were discovered in Spain and Poland, 
and now potash production is being developed from the waters 
of the Dead Sea. 

“ The U.S.A. never liked the monopoly and spent immense 
sums of money trying to find potash in various parts of the world 
without success. During the war she developed potash from her 
Salt Lake deposits, and is still doing so, but production is ex- 
pensive as compared with the simple mining operations in 
Germany and Alsace." 

(c) Artificial Silk. 

38. Leading firms in Europe have combined to form the Bureau 
International pour la standardisation des fibres artificielles (Bisfa) 
for the purpose of investigating the economic position and inter- 
national markets and to establish the standardisation and uniformity 
of products. It is urged that there is no other solution than to form a 
kind of cartel. 

The Economic Committee of the League of Nations, in the Review 
prepared by experts (1930), express the broad view that only under- 
takings which are capable of producing 6,000 kilogrammes (13,227.6 
lbs.) per day, which necessitates a capital of £750,000 or more, 
'' are able to meet the financial requirements of this delicate in- 
dustry." 

The undermentioned figures relating to three artificial silk com- 
panies, which were floated within the last eight years, indicate the 
reason of failure : — 



CAPITALIST COMBINATIONS IN INDUSTRY 399 


Estimated 



output 

Estimated 

Capital 


per day 

Profits 



Lbs. 

£ 

£ 

Company A 

• • 4,585 

120,000 

400,000 

- B 

4,800 

100,000 

385,000 

„ c 

• . 3,300 

90,000 

365,000 


Needless to say, none of these figures was realised, and many of these 
newer companies have ceased to exist, or, at any rate, ceased to 
produce. 

39. About 84 percent, of artificial silk is produced by the Viscose 
process, 10 per cent, by the Cupro-ammonium process, and 6 per 
cent, by the Acetate process. The output has apparently increased 
enormously during the last twenty-five years, from approximately 
6,000 to over 200,000 tons per annum. 

The fact that the prices are about half those of pre-war days indi- 
cates the rapid strides made in scientific manufacture. 

[d) The European Linoleum Trust. 

40. The selling prices in foreign countries are fixed by agreement 
with the English Linoleum Industry (British Association). Since the 
creation of the cartel in 1910, prices have kept fairly low, reductions 
occurring in 1927. Owing to the rise in the cost of the principal raw 
materials — linseed oil and cork — ^prices of German manufacturers 
were raised in 1929. It is understood that one large firm in this 
country remains outside the agreement. 

[e] Electric Lamp Industry. 

41. The Filament Trust (1911) pooled the patents of three of the 
largest German firms. In 1919 all the larger producers in this country 
amalgamated to form the E.L. Manufacturers’ Association. The 
British General Electric is the largest firm, while in 1928, Metropoli- 
tan Vickers, British Thompson-Houston and Edison Swan combined 
under the name of Associated British Industries Ltd. There is also 
an intermediate company — the Phoebus Co. at Geneva ^which acts 
in the exchange of methods and in respect of patents. The objects 
are the exchange of inventions and experiments, the regulation of 
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prices, limitation of sales, and allocation of sales areas, which are 
determined on a basis of standard years. 

A Critical Review of the Policy of Combines 
Principal Criteria, 

42. I suggest the following eight criteria as a guide for reviewing 
the general effect’^of capitalist combinations in industry : — 

{a) Stability of prices and maintenance of quality of goods to 
the consumer. 

(6) The development and application of scientific research and 
technical improvements for the continual reduction of 
costs. 

[c) The proper organisation of management and control without 
undue centralisation. 

[d) The maintenance or increase of profits to shareholders. 

[e) That the capital is in harmony with earning capacity. 

(/) Generous allowance for depreciation and obsolescence (the 
rate of obsolescence tends to increase, owing to inventions 
and new methods). 

(g) Adequate provision of liquid reserves. 

(A) The maintenance of good relations with labour and an 
improvement in labour conditions. 

Difficulties, 

43. Mr. E. J. H. Lemon, of the London, Midland and Scottish 
Railway, in a recent paper, speaks of the great difficulties en- 
countered in the effort to reorganise the system on a modern basis. 
Probably in no system did overlapping occur more patently than 
in the railway systems. Traditions of nearly a century had to be up- 
rooted, with the inevitable creation of dissatisfaction. He said : — 

The whole was a mass of overlapping areas and functions, 
of different practices and methods, of different traditions and 
upbringing. What had to be done was to break down century- 
old esprit de corps, at the same time replacing it with new 
interests and service to a new company.'' 

44. Looking at the problem from a different angle. Dr. Coates, 
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with great insight, writing in 1928 of the innumerable difficulties 
which had to be faced, said : — 

'' Even in the most favourable circximstances, the benefit of 
concentration in large units comes but slowly. Many pitfalls 
have to be avoided. Over-capitalisation is an ever-present 
danger, stimulated by the necessity of securing the assent of 
exchanging shareholders through an increase in the nominal 
value of the capital held. There is the inclination to attach too 
high a value to real assets, based on the cost of their reproduc- 
tion, and on forgetfulness of the fact that once liquid capital has 
become fixed in industrial plant its worth is governed almost 
entirely by its earning power. Even that earning power may be 
turned into capital values on too high a basis by the use of an 
excessive multiplier, without sufficient allowance for the future 
provision of internal reserves. In any case heavy initial expenses 
must first be faced. . . . Compensation cannot be avoided, 
not only to displaced workers, but to displaced officials, directors 
and others. Capital losses will also have to be written off as 
redundant plants are closed, and as manufacturing operations 
are gradually concentrated in the most efficient and best situated 
works.'' 

A dministrative E flciency . 

45. The benefits to be derived from scientific research are no- 
where more clearly discernible than in the reports of the extensive 
investigations carried out on the L.M.S. Railway system. To mention 
a few only of the successes which have followed the scrutiny : — 

{a) Stock items have been reduced by 50,000 items by the 
elimination of obsolete types of materials. 

{b) Items purchased under contract have been reduced from 
approximately 6,800 (at the time of the amalgamation) to 
4,400. 

(c) Purchases in bulk of stores and materials have been effected 
upon more favourable terms. Smaller stocks are found to be 
necessary and economies in handhng have been effected. 

46. Comparative costing revealed the increased cost of repairing 
locomotive boilers in England as compared with Scotland, and 
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research provided the reason, naraely — '' The water in Scotland is so 
much better/’ This discovery, of course, led to the installation of 
water-softening plants in England. A system of progressive repairs 
to locomotives has reduced the time of laying-up for repairs, of one 
type alone, from thirty-eight days in 1925, to six days in 1930. 

Obviously the consumption of coal came under review", as the 
expenditure under this heading approximated five millions sterling 
per annum. 

47. In collaboration with the North Eastern Railway, experi- 
ments made in the wind tunnel of the National Physical Laboratory 
gave the following interesting results : — 

{a) In a ten-coach train 29 per cent, of the wind resistance is 
accounted for by the engine and tender ; 

8 1 per cent, by the first coach ; 

6|- per cent, by each of the next 8 coaches ; 

9^ per cent, by the loth coach, 

(&) At 60 miles per hour, without any head wind, about 400 h.p. 
is absorbed in overcoming the air resistance of such a train. 

48. Mr. E. J. H. Lemon, the Vice-President, from whose paper I 
have quoted, bears testimony to the results which have followed the 
introduction of '' budgetary control.” The effect of fixing limits of 
expenditure undoubtedly has great influence upon the minds of 
responsible officials. 

Whatever we may think of past achievements, we are bound to 
admit that full systematic control becomes more realisable in the case 
of a large combine, where the cumulative effect of economies spread 
over a wide area yields to scientific management a richer reward. 
The Public Attitude, 

49. We must clearly face the inherent prejudice of the public 
against combinations. Suspicion is less easily roused than it was some 
years ago, as I do not think there has been any glaring evidence of 
rampant exploitation of the consumer. But the danger of public sus- 
picion, whether based on fact or on rumour, lurks in the background. 
A large part of the Report of the Committee on Trusts in 1919 was 
devoted to the possibility of abuses tending to the detriment of the 
public, arising from monopolies, trusts and combines. The Com- 
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mittee found that no definite evidence was brought before them that 
excessive charges had been made by combinations. It had, however, 
been made plain to the Committee that distributors and producers 
did not, in all cases, show the confidence which had been expressed 
by the witnesses representing combines. 

50. Apart from the better-known combines, in the shares of which 
the public has a substantial interest, there are in (jreat Britain a 
large number of combinations or associations exercising consider- 
able influence, of which the public is scarcely aware. Many of them 
had dealings with the Ministry of Munitions during the war, and on 
the whole it was found there was little ground for complaint. 

51. The Committee on Trusts of 1919 made a recommendation 
that the Board of Trade should watch the development of combines 
and should refer any complaints received to a special tribunal for 
investigation. The recommendation has never been carried out 
and apparently subsequent circumstances rendered it unnecessary. 
Modifications of the proposal, however, may be mentioned. Under 
the Profiteering Act of 1919, a Committee made certain investiga- 
tions, but its operations came to an end in 1921. A Food Council has 
more recently been set up by the Board of Trade, which is authorised, 
after due inquiries, to give publicity to its opinion as to the prices 
of certain articles of retail food consumption. Thus there is practic- 
ally no legal protection, but publicity by the Food Council and gener- 
ally in the Press of any attempt by combinations to raise prices 
unduly, is an effective and more desirable check than direct means. 
Management and Finance. 

52. The organisation of a network of holding and subsidiary 
companies has become complex and extensive. It may be ques- 
tioned, therefore, whether a single human mind can readily grasp 
the implication of a whole scheme in its entirety. Certainly such 
minds are rare. This aspect of management and control seems to 
suggest that indefinite expansion must prove unsatisfactory and 
may lead, failing the most expert management, to serious conse- 
quences. It may be reiterated that after a certain size has been 
reached, additional economies cannot be effected or a reduction in 
the standard of overhead charges secured. 
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53. There remains to be mentioned that group of financial con- 
siderations relating to capital, profits and reserves. 

I suggest that one of the principal difficulties is the necessary in- 
clusion in the combine of weaker units of production. These are 
included because even though under competition they might have 
closed down, a long period of weak production and weak selling is 
bad for the industry, and may also have repercussions on the con- 
sumer in the long run. Further, the deficient earning power of the 
capital representing weaker units has to be made good. 

The experience of older combines shows that deficient management 
and over-capitalisation have been the two vulnerable points. 

54. The earlier criticisms of combines were mostly from the 
consumer’s point of view, but I suggest that the emphasis of any 
possible anxiety in regard to combines may shift from the consumer 
to the large body of shareholders interested in these giant under- 
takings. 


Combinations and the Great Depression 

55. The policy of combines being to give greater stability in 
prices and in profits, it is relevant to consider that policy in relation 
to the great depression through which the world has passed. If it 
were ever considered that powerful combinations could offer a 
barrage of resistance to an incoming tide of economic depression, 
experience has definitely disproved that hypothesis. Sir Arthur 
Salter has even indicated that the large scale organisation of modern 
business has possibly been an aggravating factor. A combine is in- 
evitably less flexible to certain changes in demand. It is easy for a 
large scale organisation, anticipating a rise in prices, to continue 
production after it has ceased to be profitable. The smaller under- 
taking more quickly responds to a falling-off in demand. 

56. Further, the combines have been peculiarly subject to rigidity 
in wage rates. Public requirements have been intensified for semi- 
luxury goods, the demand for which is capricious and very elastic, 
and subject to rapid changes of fashion and technical improvements. 
These factors have accentuated the difficulties of combines in times 
of depression. 
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57. It can be represented with reason, of course, that the depres- 
sion having been so overwhelming, the more newly formed combines 
were working under totally abnormal conditions, and their efficacy 
and profit-earning capacity were not therefore subjected to a fair 
test. 


Big Business and Small Business 

58. To illustrate the growth of combines, I append a table (Table 
II) giving a short list of companies which represent combinations, 
showing the capital at successive periods since 1900. In one or two 
cases I have indicated the previous capital of some of the com- 
panies which were eventually taken over by the holding company. 
The list is not intended to be a complete statement in detail, but its 
main characteristics are illuminating. 

59. The growth of big business '' is readily accepted, but the 
expansion and strength of “ small business '' in this country may 
easily be overlooked. Even in these days the Englishman is not per- 
suaded that individualism in relation to business is effete and re- 
dundant. We cannot lightly disregard the spirit of independence and 
self-reliance which the control of smaller companies and firms 
implies. 

60. I append a statement extracted from the annual Board of 
Trade Report on Companies for the year 1931 (Table III). The 
average paid-up capital of companies under different headings has 
been calculated. The private company first came into being in 1908. 
Private companies generally are inevitably of smaller capital than 
public companies. In spite of the effect of private companies on the 
joint figures of both classes, the average capital of all companies on 
the register has steadily risen since 1910. Similarly the average 
capital of public companies since 1926 has gone up by a considerable 
amount, and yet there were over 98,000 private companies on the 
register for the year 1931 as against 15,000 public companies. 

61. The effect of these figures is that 14 per cent, of all companies 
were public companies and controlled 71 per cent, of the aggregate 
capital invested in companies, while 86 per cent, of the number of all 
companies were private companies and controlled 29 per cent, of 
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the aggregate capital (Table IV). The 14 per cent, of public com- 
panies does not disclose completely the extent of combination, since, 
for example, a holding company and, say, its five subsidiaries would 
count as six companies on the table. I anticipate that the percentage 
of the number of companies controlling 71 per cent, of the capital is 
considerably lower. 

62. These figures lead to two conclusions : — 

(1) The growth of concentration and combines in public com- 
panies. 

(2) The persistence and increase in number of private companies. 

As private companies are mostly in the hands, and for the benefit, 

of a comparatively few individuals, I take those figures to be an un- 
questioned indication of the vitality and tenacity of individual enter- 
prise. Further, there is a large number of public companies of smaller 
dimensions which, in spite of the difficult time through which we 
have passed, have maintained their position in a comparatively 
satisfactory manner. 

63. In regard to our own profession, I would quote an editorial 
note from the Incorporated Accountants' Journal of November 
1929 

' Rationalisation ' is popularly supposed to be the remedy 
for all industrial troubles. . . . These mergers have far-reach- 
ing effects and often bring in their train many unfortunate con- 
sequences, including the elimination of independent business 
men who have to choose between accepting a salaried position 
and being forced out of business altogether. The accountancy 
profession also suffers from these mergers. When one large 
company absorbs a number of separate entities, what were 
probably a dozen audits by different firms of accountants 
become one audit by a single firm. The loss falls mainly on the 
small practitioner, but it must be remembered that there is also 
a loss in the total volume of professional business and not merely 
a transfer of business from one firm to another.'' 

64. It is not possible to obtain precisely the number of combines 
operating in this country and elsewhere, but the following figures are 
interesting : — 
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Report of Committee on Trusts, 1919 
Great Britain — Number 

Iron and Steel Industry . . . . . . . . . . 35 

Chemicals (controlling production almost wholly) . . 2 

Electric Industries . . . . . . . . . . i 

Encountered by the Ministry of Munitions ^ . . . 93 

Soap, Tobacco, Wallpapers, Cement, Textiles (securing Number 
effective control of output and prices). not given 

U.S.A,— 

American Meat Trust . . . . . . . . . . 5 

League of Nations : Review of . . . Industrial Agreements, 

April 1930 

International Cartels . . . . . . . . . . 29 


65. I attach a table (Table V) showing the average financial result 
achieved by eight combines in 1931, compared with the result ob- 
tained by 2,017 other companies. The figures are substantially in 
favour of the large number of smaller companies. The arguments for 
rationalisation are convincing ; the experience of rationalisation is 
sometimes disappointing. 

Public Utilities 

66. An interesting form of enterprise in Great Britain is the Public 
Utility Trust, constituted by ad hoc Act of Parliament. The trusts are 
in some cases the combination of a number of previously con- 
stituted undertakings. They are financed by stock bearing fixed 
rates of interest. They are controlled by Boards nominated by 
various interests, and are free from political influence or interference. 
Some of these trusts have been conspicuously successful in regard to 
the services they have provided, and the regular way in which they 
have earned their interest. I would mention particularly the Port of 
London Authority, the Mersey Docks and Harbour Board, and the 
more recently constituted British Broadcasting Corporation and the 
Central Electricity Board. 

67. Having dealt at some length with general principles, we may 
now make, by way of concrete illustration, a detailed review of 
combination or merger operations. For this purpose I have selected 
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for investigation as representing commerce : banking, insurance and 
building society amalgamations ; and as representing industry : 
chemicals. 


Banking 

British Banking Policy. 

68. The relationship between industry and banking is so close that 
a study of capital combinations would be incomplete without a 
reference to bank amalgamations. 

69. At a meeting called to sanction the Midland Amalgamation in 
1918, the late Sir Edward Holden — a recognised leader of the policy, 
which has led to the absorption into his own bank of no less than 
thirty-three units — summarised the benefits to be expected in the 
following six points : — 

1. The first benefit accruing to the large banks from these 
big amalgamations is a large increase in their capital, and a large 
increase in their resources ; but if you are going to stop amal- 
gamations, they will not be able to increase their capital any 
more on that line."' 

2. '' Big banks will help to increase our commercial exports 
abroad, and to off-set an unfavourable trade balance after the 
war.'" 

3. Every development of amalgamation has rendered the 
banks more stable, and our recent immunity from the distresses 
consequent on bank failures has been due to the strengthening 
of the banks by amalgamation.'' 

4. '' But for the amalgamations the banks could not possibly 
have given adequate assistance to our enormously increased 
trade." 

5. “ We have not had a single instance in which the accom- 
modation given by a bank taken over by us has not been much 
greater after amalgamation than it was before the bank was 
taken over." 

6. '' The deposits of this country can be more effectively 
lent if they are concentrated than if they are scattered." 

70. The paid-up capital and reserves of joint stock and private 
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banks in England and Wales, including the Bank of England, cover- 
ing a period of nearly a century, make interesting reading : — 


Year 

No. of 

C afrlal 

Reserves 

Deposits 


Banks 

£ 

£ 

£ 

1836 

— 

10,000,000 

— 

— 

1884 

109 

(estimated) 

52,505,000 

0 

24,374,000 

300,139,000 

1914 

43 

49,405,000 

27,093,000 

783.553-000 

1930 

13 

91,510,000 

66,990,000 

1,915,203,000 


In September 1932 the paid-up capital of the ten London clearing 
banks was ;^74,3ii,096 and the reserve funds £51,010,000. Of this 
capital the Big Five held £64,715,000 and of the reserve £44,750,000. 

The net profits of all banks (as given by Sykes) as a percentage of 
total working resources was 1.88 (1874), .94 (1914), .79 (1920), .57 
(1923). Other authorities, taking the percentage on capital plus 
reserves, contend that an opposite tendency is shown. 

71. The percentage of expenses to total working resources of the 
Union Bank of London rose from .53 in 1879 to ,93 in 1913. Amal- 
gamations took place in 1891 and 1902-03 and were followed by 
increases in expenses. The percentage increase in the case of the 
London and Westminster Bank was .34 in 1880 with eight branches, 
:46 in 1908 with thirty-seven branches, 1.26 in 1913. The amalgama- 
tion with the London and County Bank took place in 1909. The 
figures appear to demonstrate a natural increase in the expenses 
as additional branches are opened, and their business expands. 
Allowance must, of course, be made for the gigantic growth in the 
number of small accounts, obviously operated at a higher ratio of 
expense. 

72. On 2nd August 1923, the late Dr. Leaf referred to a comment 
by the Manchester Guardian on the opening of new branches : — 

'' The banks themselves are beginning to see that a lust for record 
figures may be gratified at too great a cost.'' Dr. Leaf asserted that 
the only persons entitled to complain were the shareholders, whose 
profits were devoted in some measure to the opening of fresh branches 
which could not pay their way for a long time. Before the war, 
he said, a new branch commenced to pay after it had been opened 
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three to five years, but since the war the period had been about 
doubled owing to the rise in overhead expenses on the one hand and 
the severe cutting of profits on the other. 

In 1825, 554 private banks operated 681 branches. 

In 1924, 2 private banks operated 2 offices ; 

13 joint stock banks possessed 8,081 branches. . 

In 1930, 13 joint stock banks possessed 9,972 branches. 

In the first named year (1825) there was one banking office to 
every 18,739 of the population ; in 1924, one to every 4,777. In that 
period the population had increased three times over while the 
bank offices had increased twelve times over. 

73. On the question of stability it may be recalled that in 1825-26, 
sixty-three private banks outside London failed, in 1840 twenty- 
four, in 1841 twenty-six. There have been no failures of importance 
since 1890, notwithstanding the 1914 and the present crises. On the 
score of safety, therefore, the superiority of the present system is 
evident. 

In 1890 the Baring Crisis occurred. The Governor of the Bank of 
England took immediate steps to open a guarantee fund in which the 
leading joint stock banks were asked to participate. The response 
was both full and speedy. Undoubtedly much turned on the capa- 
city as well as the willingness of the joint stock banks to subscribe. 
This was the first occasion on which the large joint stock banks took 
concerted action, and it was undoubtedly due to the policy of amal- 
gamation that they were strong enough to do so. Further illustration 
is found in the case of the Yorkshire Penny Bank (now owned by the 
Big Five), in the war period mobilisation of securities, in the con- 
trol of exchange rates, and in the formation of the Agricultural 
Mortgage Corporation, the capital of which was subscribed by the 
banks. 

74. The amalgamations which have taken place between 1825 
and 1924, totalling 552, are made up as follows ; — 

Private with private . . . . . . . . . . 103 

Joint stock with joint stock . . . . . . . . 165 

Private by joint stock . . . . . . . . 282 

Joint stock by private . . . . . . . . 2 


552 
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Foreign Banks. 

75. The Times pointed out on 4th May 1918 that the whole indus- 
trial, financial, commercial and shipping forces of Germany were 
being brought together in limited liability companies, and stated that 
the object of the organisation was that Germany should present an 
absolutely united front. Our bankers were also aware of the steps 
being taken by German banks, three of whom, the Deutsche, Dresd- 
ner and Disconto, had increased their capitals by 40 per cent, to a 
total of 52J millions sterling and their reserves by 60 per cent, to a 
total of 28I millions sterling by absorptions since 1914. More recent 
amalgamations have taken place, at least two in 1929 and one in 
1932. 

76. The tendencj7 to amalgamation or working agreements is also 
visible in French banking, though to a much less degree, and one 
important French bank has entered into close relationship with 
several institutions in the United States, besides linking up with a 
South American Bank, on the Board of which it has placed a repre- 
sentative. 

77. Another interesting development is an alliance (without 
amalgamation) between two large South American banks. The allied 
banks have in turn entered into a working agreement as regards 
South American business with one of our clearing banks, in further- 
ance of which the latter has established a subsidiary company 
with a capital of a quarter of a million in combination with the 
newly-formed British Trade Corporation. 

78. In Canada too, the Bank of Montreal has taken over the Bank 
of British North America ; and the Royal Bank absorbed the Quebec 
Bank and the Union Bank of Canada. In Australia the National Bank 
and the Colonial Bank entered into an agreement to amalgamate. 

Observations on Bank Amalgamations. 

79. The Treasury Committee on Bank Amalgamations of 1918 
obviously appreciated that there was a risk both of reduced com- 
petition or of monopoly and of the creation of a '' Money Trust.'' 
Indeed, they go so far as to state that '' on a careful review of all the 
above considerations, we are forced to the conclusion that the 
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possible dangers resulting from further large amalgamations are 
material enough to outweigh the argument against Government 
interference/' It will be remembered that the Association of British 
Chambers of Commerce has expressed similar views. 

80. It is, however, only just to recall that competition between the 
great banks is to-day extremely keen. If the banks consider them- 
selves entitled to see the audited balance sheets of customers, pro- 
fessional accountants, at any rate, have no cause for complaint, 
whatever they may have to say in respect of those extraneous '' side- 
lines " which the banks are cultivating so assiduously in modern 
times. 

81. I referred at an earlier stage to the intimate connection be- 
tween commerce and banking. A comparison between the figures of 
the London Clearing Banks for September 1931 and September 1932 
is illuminating. Deposits have increased in the twelve months by 
over 153 millions sterling, and investments by 79 millions, while 
advances to customers have decreased by over 108 millions. 

Summary. 

82. The available statistics indicate that while expenses have 
generally increased, profits have decreased, but facilities to the 
public have undoubtedly been extended. One writer suggests that 
the increased charges are finally borne by individual customers in 
the shape of reduced deposit rates and increased loan rates, and 
urges that if further large amalgamations occur charges will again 
be increased." 

Undoubtedly liquidity, stability and safety have been secured 
by amalgamation — a remarkable achievement for these difficult 
times. 

Insurance 

83. The chief and more recent amalgamations or absorptions 
in the insurance world are indicated in the following list : — 

Commercial Union : Palatine (1900) 

Hand-in-Hand (1905) 

Union (1907) 

Ocean (1910) 
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Commercial Union 
[continued) : 

Royal Exchange : 


Northern : 


Royal : 


Yorkshire : 


London Assurance : 

London & Lancashire : 


Phoenix : 


National of Great Britain (1917) 
Edinburgh Life (1919) 

British General (1923) 

West of Scotland (1923) 

National Provincial (1909) 

Car & General (1917) 

Local Government Guarantee (1918) 
State (1924) 

Motor Union (1928) 

Royal Scottish (1914) 

White Cross (1914) 

Provident Accident (1917) 

World Marine (1920) 

London & Scottish (1923) 

British & Foreign (1909) 

Warden (1913) 

Legal (1916) 

Liverpool, London & Globe (1919) 
United Legal (1909) 

London & Provincial Maritime (1913) 
Premier (1913) 

Guarantee Society (1914) 

Commercial of Ireland (1922) 

British Law (1917) 

Vulcan Boiler (1920) 

Guildhall (1931) 

Standard Marine (1907) 

Australian AUiance (1909) 

Marine (1917) 

Law Union & Rock (1919) 

British Fire (1923) 

Colonial Mutual (1927) 

Law Life (1909) 

Union Marine (1911) 

Northern Maritime (1917) 

London Guarantee (1922) 
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84. The capitals of the twelve companies with the largest share 
capital, in 1931, are shown as follows : — 

Share Capital 



Subscribed 

Paid-up 


£ 


I. Scottish Union & National 

5,650,820 

300,000 

2. Royal 

5,599.930 

2,799,965 

3. Alliance . . 

5,450,000 

1,000,000 

4. Northern 

4,519,110 

904,161 

5. North British . . 

4,500,000 

2,437,500 

6 . Phoenix . . 

3,792,795 

1,005,000 

7. London & Lancashire . . 

3,639,310 

1,455,724 

8. Commercial Union 

3,540,000 

3,540,000 

9. Eagle Star & Brit. Dominions. . 

2,998,425 

1,092,896 

10. Sun Insurance Office . . 

2,400,000 

600,000 

II. Atlas 

2,200,000 

550,000 

12. Guardian 

2,059,971 

1,024,578 


£46,350,361 

£16,709,824 


85. It will be observed that the only company in the above list 
whose subscribed capital is fully paid is the Commercial Union, and 
that in respect of the remaining eleven companies no less than 
£29,640,537 is represented by uncalled capital — a substantial re- 
serve to the companies, but also a remarkably heavy, if ignored, 
liability of the shareholders. 

It will further be observed that no scientific relationship between 
paid-up and subscribed capital is apparent : on the twelve com- 
panies it works out at 36 per cent. 

86. While economies have certainly been effected by many offices, 
the available figures suggest a slight increase in working expenses. 
A material reduction in premium rates during the past few years has 
been of benefit to the insuring public. 

87. The estimated loss of capital to shareholders in each of the 
last ten years has been stated to be : — 
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1921 

1922 

1923 

1924 

1925 

1926 

1927 

1928 

1929 

1930 

1931 


£ 

1,633,147 

4,719,076 

749.437 

153.000 

375.509 

1,586,019 

47.873 

250 

258,972 

480,300 

22.000 


£10,025,583 


Of this total £1,955,091 appears to have been lost on transfers to 
other companies, and £8,070,492 under liquidations. 

88. The bases upon which ten amalgamations have been effected 
during the last few years, which are set out below, indicate that the 
absorbing companies are prepared to agree to generous terms, being 
no doubt largely influenced by the magnitude of the premium income 
to be obtained (see page 416). 

Fire Offices Committee. 

89. No review of the subject would be adequate without a refer- 
ence to the operation of the Fire Ofiices Committee. Other controlling 
committees, performing similar functions, act in respect of Accident 
and Life Ofiices. 

90. The Fire Offices’ Committee has been in existence more or less 
in its present form for some seventy-five years. Its membership 
comprises some 104 ofiices operating in the home country. Because 
of this membership such ofiices are known as and generally styled 
Tariff Ofiices. The work of the Fire Offices’ Committee consists of : — 

{a) Collecting statistics relating to the aggregate experience (i.e. 
premiums collected and losses paid) of all the ofiices forming 
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its membership in respect of any class or classes of risk to be 
reviewed. 

{b) On the result of the experience mentioned in (a), compiling 
rates, conditions and warranties, &c., for each class of risk. 
The result is seen in the issue of what is termed a '' tariff 
such as '' shipbuilders' tariff," '' metal v;orkers' tariff." 
Similarly old tariffs may from time to time come under review 
and be re-issued in different forms, and probably ratings 
increased. To-day there are close upon 100 different tariffs 
(fire) applicable to different industries. 

(c) Framing rules regulating re-insurance business, arbitra- 
tions, commissions payable to agents and general rules 
applicable to all tariffs. 

(d) Framing forms of policy and general conditions of insurance. 

91. The Committee meet regularly and the procedure is that ; — 

(a) The chairman must be entirely unconnected with any fire 
insurance company (the chairman usually belongs to the 
legal profession and he has no vote). 

(b) Each membership office has a representative present and 
they as a body decide and vote on all matters. 

92. The membership of the Fire Offices' Committee or Accident 
Offices' Association is not of itself a guarantee of the financial stability 
of a company. Some thirty years ago, I believe £1^,000 to £20,000 
paid-up capital invested in safe and realisable securities was con- 
sidered sufficient evidence of stability, and under the Assurance 
Companies Act, 1909, £20,000 deposit with the Government became 
necessary before a new company could operate. To-day all reputable 
companies, whether tariff or non-tariff, demonstrate a much higher 
standard. 

93. Membership of the Fire Offices' Committee or Accident Offices' 
Association merely implies agreement to stand firmly to the rates 
and conditions issued from time to time by the two Tariff Associa- 
tions. In commercial language, it is a price maintenance scheme. 
There can therefore be no reflection in general upon the companies 
who remain outside the Tariff Associations, which have become 
known as Non-Tariff Offices. In Great Britain there are some ten 


p 



4i8 capitalist COMBINATIONS IN INDUSTRY 

non-tariff offices operating, and generally speaking they are com- 
parable in strength to any tariff office. There are also some thirty 
more companies outside the tariff, but these are mostly mutual 
or denominational and were formed at different times to combat 
the increasing tariff rates. 

94. The real Jcey to any insurance company’s financial strength is 
not the fact that it is tariff or non-tariff, but the ratio of — 

Funds to Premium Income ; 

Assets to Liabilities. 

The larger the premium income the greater the liability, and there- 
fore premium income in itself is no guide. 

Building Societies 

95. An aggregate balance sheet of all societies for the year 1931, 
contained in the report of the Chief Registrar of Building Societies 
dated 6th May 1932, indicates the important position which building 
societies have attained as financial institutions. 

Liabilities £ Assets £ 

Capital . . . . 302,870,608 Mortgages . . 316,232,546 

Deposits . . 44,539,795 Investments and 

Loans . . . . 5,938,639 other Assets . . 54,932,414 

Undivided Profits 17,815,918 

£371,164,960 £371,164,960 

96. The rapidity of modern growth is indicated by the fact that 
during the ten years ended 1930, the additional capital subscribed 
was £167,637,786, an average of £16,763,778 per annum. 

97. The security in the mortgages is very great. Apart from the 
fact that the value of the property under mortgage, at the lowest 
estimate, must be in the region of 400 millions sterling, the spread of 
the risk furnishes a super-gilt-edged security, enhanced as it is by 
the operation of the reducing tables. Thus the £316 millions out- 
standing on mortgage are classified as follows : — 

(fl) Mortgages of £1,000 and under . . . . £259 millions 

(b) Mortgages between £1,000 and £5,000 . . 47 

(c) Mortgages over £5,000 10 
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98. Two or more societies may unite and become one society, 
with or without any dissolution or division of funds, or one society 
may transfer its engagements to another, subject to three-fourths of 
the members of each society present at general meetings assenting 
thereto, and to the concurrence in writing of the holders of not less 
than two-thirds of the whole number of shares of each society 
(Building Societies Act, 1874, Section 33 ; Building Societies Act, 
1894, Section 19). 

99. Amalgamations are somewhat rare. The latest (1931) was that 
of three societies in the Midlands, now united as the Birmingham 
Incorporated Building Society. Special difficulties had to be over- 
come in this particular amalgamation, owing to one of the societies 
being really a land society. The result of the amalgamation has been 
a reduction of working expenses, while the profits have been fully 
maintained. 

100. The amalgamation of the Halifax Permanent Building 
Society (largest in the world) and the Halifax Equitable Building 
Society was completed on the ist February 1928. 

The Halifax Permanent Building Society was founded in the year 
1853, and at the date of the amalgamation its assets were ;f32, 936,509. 
The Halifax Equitable Building Society was founded in 1871, and 
the assets were /i4,044,972, the combined assets of the two societies 
being £46,981,481. The union was a perfectly natural one and took 
place under conditions which were peculiarly favourable, because the 
two societies had developed side by side in the same district for a 
period of more than fifty years. The results of the amalgamation 
very soon proved to be wholly beneficial to the members, and afforded 
opportunities for effecting considerable economies in administration 
expenses, advertising, branch premises and other directions. 

Striking evidence of the success attending the fusion of the two 
businesses is shown by the fact that the combined assets of the 
societies on the ist February 1928, namely, £46,981,000 rapidly 
increased year by year and now amount to over £85,000,000. 

101. The larger societies have the advantage of spreading their 
risks in respect of mortgage assets, but in this matter reliance must 
be placed upon surveyors' valuations. Where reasonable care and 
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skill are not exercised by a surveyor, he has been held liable in 


damages. 

102. As to relative working expenses, a calculation made by Mr. 
James Brace, B.Sc., LL.B., gives the following results : — 


Averjige Value of Assets 

Simple Average of 
Costs of Administra- 

Up to £200,000 

tion per £100 of 
Average Assets 
. . 76 

£200,000 to ^^400,000 . . 

. . -68 

£400,000 „ £600,000 . . 

'62 

£600,000 „ £800,000 . . 

.. .. -64 

£1,000,000 ,, £2,000,000 . . 

• • -55 

£2,000,000 ,, £3,000,000 . . 

• • '43 

£3,000,000 „ £4,000,000 . . 

. . -61 

£5,000,000 ,, £10,000,000 . . 

• • '69 

£10,000,000 „ £20,000,000 . . 

. . . . -65 

£50,000,000 ,, £60,000,000 . . 

. . -56 


The investigation was made on a somewhat limited basis, but it is 
nevertheless of value, pending a promised report of a more exhaustive 


nature. 

103, The individual share capital and mortgages of societies with 
over ten millions of capital was, in 1930, as follows : — 



C ap'htal 

Mortgages 


£ 

£ 

Hahfax 

. . 58,649,614 

52,902,784 

Abbey Road . . 

. . 27,505,876 

27,944,275 

Woolwich Equitable 

• • 14.540.177 

15,066,864 

National 

. . 11,442,113 

11,791,693 

Co-operative . . 

10,723,669 

11,306,607 


104. Generally it may be conceded that the larger societies gain 
very materially in 

(a) Obtaining properly qualified officials, a point of paramount 
importance. 

(&) Economy in establishment expenses. 

{c) A wider appeal for funds. 
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{d) The avoidance of too great a dependence upon local in- 
fluences. 

{e) The spreading of risks, and the consequent operation of the 
law of average. 


Chemicals 

105. Taking one of the more recent English mergers (Imperial 
Chemical Industries Ltd.), we have a period of six completed years 
upon which to endeavour to base a judgment. 

In our consideration of the figures we must keep well in mind the 
difficulties of the period covered — a period of extraordinary depres- 
sion, especially in the last three years. According to the Index 
Number of Profit prepared by Sir Josiah Stamp [The Times, 20th 
July 1932), the general return upon capital as a whole fell from 106.5 
in 1927 to 90.0 in 1931, and the return for risk-bearing capital 
(ordinary shares, &c.) from 111.4 in 1927 to 73.3 in 1931. The index 
relates to aggregate profits, and is based on a figure of 100 for 1924. 

106. The promoters of Imperial Chemical Industries in the 
" Invitation to accept shares of 15th December 1926, expressed 
the view of the chairmen of the four participating companies that 
after making due provision for reserves the future income of the new 
company should exceed ;£4,ooo,ooo. The actual profits of each year 
after deducting reserves, both general and obsolescence, set aside out 
of profits, were : — 




1927 

4,158,247 

1928 

4,488,243 

1929 

5,397.841 

1930 

4,629,757 

1931 

3,668,685 

1932 

4,915,423 

The carry forwards are ignored. 


At least two factors are worth consideration 

in looking at this 

exceptionally creditable achievement. 


107. The capital, originally ;^56, 802,996, was 

! increased by the 


following amounts in the years indicated : — 
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£ 

1927 

1,366,853 

1928 

8,942,665 

1929 

. . 19,678,763 

1930 

. . 19,868,834 

1931 

. , 20,295,199 ' 

1932 

- • 20,345,338 

These figures are cumulative. 

108. The profit return, after deducting amounts set apart to 

reserves, depreciation and obsolescence, 

on the share capital (taken 

as on the first day of each year) was : — 

1927 

• • 7 ’3 psr cent. 

1928 

• • 77 „ 

1929 

.. 8-2 

1930 

. . 6-1 

1931 

• • 4'8 

1932 

. . 6-4 


The dividends actually paid were : — 


1927 . . 

1928 . . 

1929 . . 

1930 . . 

1931 . . 

1932 . . 


Preference Ordinary Deferred 
Per cent. Per cent. Per cent. 
• • 7 8 If 

• • 7 8 if 

. . 7 8 2 

. . 7 6 Nil 

7 4i Nil 
, . 7 6 Nil 


109. Bearing in mind that in the capitalisation of the company the 
exchange value of the shares was arrived at after taking into con- 
sideration future earning capacity and estimated increased profits, 
the achievement of the company, in view of the state of world trade, 
is quite noteworthy. It should be mentioned that in 1931, one million 
and a half sterling was transferred from general reserve to obso- 
lescence reserve, and utilised to write off holdings in subsidiaries, 
while a sum of half a million sterling was taken from the general 
reserve for a similar purpose. In 1932 holdings in subsidiaries and 
other assets were written off to the amount of nearly four and a half 
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millions sterling by the application of a part of the obsolescence 
reserve and by a withdrawal from general reserve. Over thirteen 
millions sterling, however, had been credited to the general reserve 
from profits and capital accretions during the six years. These 
adjustments have left the obsolescence reserve standing at four 
milUons- sterling and the general reserve at nine ai5^ a half millions 
sterling. 

no. From the point of view of the investor, our brief review ap- 
pears to demonstrate great strength on the part of the company. 

From the aspect of costing, clearly a reduction must have been 
effected, with a general resultant consequence of a fall in prices to the 
consumer. I have compared the prices of 137 classes of chemical 
productions for the year 1925 (prior to the merger) and for 1932, and 
find a material price reduction in over two-thirds of the commodi- 
ties manufactured. 

111. There remains for consideration the important question of 
labour. The closing of redundant works must have thrown thousands 
of men on to Unemplo5nnent Insurance benefit, but all the available 
evidence seems to demonstrate that both workmen and officials, 
whose retirement became inevitable, were treated with a considera- 
tion characteristic of the traditions of the original combining firms. 

1 12. The figures are set out in Table VI of the appendix. 

Shipping 

1 13. It is not possible in this paper to do more than refer briefly 
to the scheme of arrangement carried through last year between the 
Royal Mail Steam Packet Co. and certain of its subsidiary and asso- 
ciated companies and their respective secured and unsecured credi- 
tors. The scheme is not a reconstruction of the group, and its terms 
do not apply to some of the companies associated with the Royal 
Mail group. The scheme applies directly to only fifteen companies 
with a total paid-up capital of £47,000,000, of which approximately 
£16,000,000 is held by the public, whereas the whole group com- 
prises thirty-seven companies with a total paid-up capital of 
£82,000,000, of which approximately £26,000,000 is held by the 
public. The shareholders of the companies concerned have no voice 
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in the affairs at present, and their role is one of passive acquiescence. 
The creditors' claims which are affected directly or indirectly by the 
scheme approximate to £ 4 ^, 000 , 000 , and the effect of the scheme will 
be the withholding by the creditors of their rights until December 
1934. The only criticism I would venture to make is that the dura- 
tion of the schepie, thirty-three months, seems hardly long enough 
to determine its success in dealing with the chaotic and conflicting 
claims and in ascertaining the potential earning power of the com- 
panies involved under normal trading conditions. 

Combines and Labour 

1 14. This aspect of the question is rather beyond our professional 
experience, but anxiety is naturally felt at the continued tendency 
towards the displacement of labour through rationalisation. We 
have come to see that the actual employment of men for employ- 
ment's sake is a valuable factor in national life, and I regret that 
'' technological unemployment " cannot be a temporary phase, as in 
the early days of the Industrial Revolution. 

On moral, psychological and financial grounds we cannot afford to 
have industry, through taxation, supporting a considerable per- 
centage of unemployed persons capable of work. This decade has 
revealed the immense capacity of finance, organisation, science and 
abour for the production of natural and manufactured products. 
Accepting the tendencies towards technological unemplo5nnent and 
the continual increase of output, I suggest a new standard of thought 
may be required in the future in regard to hours of labour, the 
organisation of work and the amount of leisure time. 

Concluding Review 

1 15. Sir Arthur Salter, in discussing the effect of large scale 
organisation in relation to the economic crisis, considered that to 
some extent we had lost the advantages of free competition, while not 
securing the advantages of a deliberate system of large scale planning. 
He believed it was possible to combine private initiative with an 
element of deliberate planning. I am not clear as to the practical 
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implications of such a policy. It may be thought that in pursuance of 
a scheme of economic planning the extension of combines is inevit- 
able ; but if I do not mistake the present temper of the public and 
shareholders generally, I perceive a distinct reaction against the 
extension and expansion of combines to the exclusion of business 
carried 5 n in smaller units on a more independent ];)asis. 

116. We are living in times when prophecy is as difficult as it is 
dangerous. The combine movement has come to stay, but alongside 
of it we may reasonably hope that mankind will receive a generous 
measure of goods and services supplied by individual enterprise as 
well as by efficient combines. 



Table 1, Paragraph 5. 
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Table III, Paragraph 60. 

Statistics of Paid-up Capital of Companies on the Register at 
THE Board of Trade 


All Companies on the Register, Public and Private 
(Private companies were first recognised 1907) 


Bate 

No, on 

Register having 

Paid-Up 

Average 

Paid-up 


a Share Capital 

Capital 

I 

Capital 

r 

30th April 1885 

9.344 

494,909,862 

h 

52.996 

1900 

29,730 

1,622,641,416 

54,580 

1910 

5 I |787 

2,178,619,734 

42,069 

31st Dec. 1920 

79.541 

3,508,012,486 

44,103 

1925 

95.055 

4,470,366,797 

47,029 

1926 

97.588 

4,636,613,382 

47,512 

1927 

101,931 

4.857,742,862 

47,658 

1928 

105,729 

4,977,914,258 

47,082 

1929 

108,698 

5,200,126,098 

47,840 

1930 

111,861 

5.484,449,672 

49,029 

1931 

114.295 

5,514,773.901 

48,250 

Public Companies on 

the Register 


31st Dec. 1926 

16,240 

3,180,459,019 

195,841 

1927 

16,556 

3,389.989,518 

204,759 

1928 

16,735 

3.516,634,773 

209,539 

1929 

16,922 

3.697,934,162 

218,528 

1930 

16,263 

3,893,937.840 

239,438 

1931 

15.564 

3,896,668416 

250,364 

Private Companies on 

the Register 


31st Dec. 1926 

81,348 

1,456,154,363 

17,900 

1927 

85,375 

1.467,753,344 

17,193 

1928 

88,994 

1.461,279,485 

16,420 

1929 

91.776 

1,502,191,936 

16,368 

1930 

95.598 

1,590,511,832 

16,638 

1931 

98,731 

1,618,105,485 

16,389 


Table IV, Paragraph 61. 

Proportion of Private to Public Companies, 31st December 1931 


Public Companies 
Private Companies 


No. on 

Per 


Per 

Register 

cent. 

Capital 

£ 

cent. 

15.564 

14 

3,896,668,416 

71 

98,731 

86 

1,618,105,485 

29 

114,295 

100 

5,514,773,901 

100 


Total 
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Talk II, Paragraph 58. 


Paid-up Capital of Fourteen Large 





1900 


Founded 

Shares 

Debentures 

Total 

I London, Midland and Scottish Railway Co . . 

1923 




Midland Railway Co. 

1844 j 

29 5, 3 17 

35,771,100 

172,066,4x7 

London, North Western Railway Co. 

1S46 

80,665,168 

38,019,072 \ 

1x8,684,240 

2 Imperial Chemical Industries, Ltd, 

1926 




British Dyestuffs Corporation, Ltd 

1919 1 




Nobel-Dynaviite Trust Co , Ltd. 

1886 i 

2,085,400 


2,285,400 

Nobel Industries, Ltd 

1918 




I.CT. {Alkali), Ltd 

1S81 \ 

1,868,094 


1,868,094 

{formerly Brunner, Mond & Co , Ltd). 


i 



I.C I. {General Chemicals), Ltd. 

1890 j 

5,7x8,670 

2,500,000 

8,2x8,670 

(formerly United Alkali Co., Lid.). . 





3 Unilever, Ltd. . ... 

1927 




Lever Bros. Ltd. .... 

1894 

2,927,068 


2,927,068 

4 Cables and Wireless, Ltd. ... 

1929 




Eastern Telegraph Co., Lid. ... 

1S72 

5,883,188 

1,432,268 

7,3^5,456 

Eastern Extension Telegraph Co,, Ltd. . 

1873 

3,000,000 

320,000 

3,320,000 

Western Telegraph Co., Ltd. 

1873 

2,079,300 

403,777 

i ^,503,077 

Marconi's Wireless Telegraph Co , Ltd 

1S97 

137,083 


137,083 

5 Imperial Tobacco (G. B ), Ltd. 

1901 

13,018,097 


13,018,097 

6 Courtaulds, Ltd. 

' 1913 




7 J. & P. Coats, Ltd. 

1884 

5,498,680 

2,000,000 

7,498,680 



1903 

1903 

1903 

8 Underground Electric Railways Co. of London, Ltd. 

1902 

2,500,000 

3,090,900 

5,590,900 

9 P. & 0 . Steam Navigation Co. 

1840 

2,320,000 

800,000 

3,120,000 

10 Midland Bank Ltd. 

1880 

2 52-5,225 


2,523,225 

II Fine Cotton Spinners* Association, Ltd. 

1898 

3,800,000 

2,450,000 

6,250,000 

13 Bradford Dyers* Association, Ltd. 

1898 

2,500,000 

1,250,000 

3,750,000 

13 Wali Paper Manufacturers, Ltd. 

1899 

3,155,355 

986,113 

4,141,468 

14 United Dairies, Ltd. 

1915 
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Holding Companies (including Debentures) 


1913 

1920 

1931 

Shares 

Debentures 

Total 

Shares 

Debentures 

Total 

Shares 

Delentures 

Total 







304,637,238 

109,141,619 

413,778,857 

i6o,iSg,oo4 

43,583,782 

203,772,786 

160,284,443 

43,608,655 

203,893,098 




85,864,132 

39 , 022,334 

124,886,466 

88,862,857 

39,022,440 

X 27 , 885,297 










77,098,194 


77,098,194 




9,202,093 


9,202,093 

4,775,580 


4,775,580 

3,285,400 


3,285,400 










15,737,858 

3,000,000 

^8,737,858 




4,031,870 


4,031,870 

11,023,544 


11,023,544 

14, m, 9^5 


14,197,965 

3,423,926 

2,770,000 

\ 

^,^93,928 

3,425,240 

2,665,000 

6,090,240 

5,077,740 

2,627,760 

7,705,500 







14,138,750 


14,138,750 

11,704,25$ 


11,704,258 

46,769,079 


46,769,079 

59,369,584 

6,820,330 

66,189,914 







52,670,310 


52,670,310 

6,000,000 

2,000,000 

8,000,000 

7,000,000 

2,000,000 

9,000,000 

7,000,000 

2,000,000 

9,000,000 

3,000,000 

752,400 

3,752,400 

4,000,000 

752,400 

4,752,400 

4,000,000 

732,400 

4,752,400 

2,079,300 

818,675 

2,897,975 

3,087,230 

8x8,675 

3,905,905 

3,118,950 

818,675 

3,937,625 

1,410,188 


1,4x0,188 

2,866,906 


2,866,906 

2,270,133 


2,270,133 

15,640,935 


15,640,935 

35.330,594 


35,330,594 

50,350,561 


50,350,561 

2,000,007 

315,529 

2,315,536 

12,000,000 

9,125 

12,009,125 

32,000,000 


32,000,000 

10,000,000 


10,000,000 

20,250,000 


20,250,000 

20,250,000 


20,250,000 

5,059,948 

14,430,400 

19,490,348 

5,059,948 

15,135,450 

20,195,398 

10,700,990 

8,023,000 

18,723,990 

3,500,000 

1,800,000 

5,300,000 

6,632,465 

1,495,880 

8,128,345 

7,632,518 

8,487,560 

16,120,078 

4,348,650 


4,348,650 

10,859,340 


10,859,340 

14,248,012 


14,248,012 

5,700,000 

2,750,000 

8,450,000 

6,390,000 

2,750,000 

9,140,000 

8,350,000 

2,750,000 

11,100,000 

3,856,477 

1,453,750 

5,310,227 

3,856,477 

1,453,750 

5,310,227 

4,808,031 

i,453,75<J* 

6,261,781 

3,187,355 

996,113 

4,183,468 

4.359,453 

1,028,445 

5,387,898 

4,600,000 

1,014,214 

5,614,214 

1915 


1915 






5,480,000 

899,290 


899,290 

3,344,821 


3,344,821 

5,480,000 
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Table V, Paragraph 65. 

Trading Results of Combines 

Net profits of 8 combines for the year ended 31st December 1931 (or 
nearest available date), compared with the net profits of 2,017 companies 
as shown in the Economist. 



Total 


Per 


Preference 

Net 

cent. 0/ 


-f- Ordinary 

Profits 

Total 


Capital 

Amount 

Capital 


£ 

£ 


Associated Portland Cement 

6,000,000 

399.963 

6.7 

Amalgamated Anthracite 

8,682,121 

289,478 

3-3 

Associated Electrical Industries 4,871,906 

168,438 

3-5 

Cables and Wireless 

. . 52,560,310 

636,168 

1.2 

Imperial Chemical Industries 

. . 77,098,195 

1^,408,290 

5-7 

Turner and Newall 

6,288,127 

360,879 

5-7 

Unilever . . 

• • 14.138,750 

1,733,805 

12.3 

United Molasses . . 

• • 7.351,251 

— 711,413 

— 9.7 

Total 

£176,990,660 

7,285,608 

4-1 

2,017 Companies 

£2,435,170,964 

139,436,950 

5-7 


*Th^ Economist has arrived at this figure by taking the profit of the year 
and deducting the income-tax therefrom. My computation, used else- 
where, shows the net profits at £3,668,685, being the amount of the 
profits less the depreciation and obsolescence provided. 



Imperial Chemical Industries, Ltd., Analysis of Accounts, &c., 1927-32 
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Table VI, Paragraphs 105/112 {continued). 
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Table VII. 


Capital Issues 


Total 

1922 

1923 

1924 

1925 

1926 

1927 

1928 

1929 

1930 

1931 

1932 
Taken from 

1933 • 


{By Prospectuses or Offers for Sale) 
offered, for subscription {excluding conversions) 

£ 

573.675.653 

271,399.173 

209,326,101 

232,214,500 

230,782,600 

355.165,970 

369,058,073 

285,239,400 

267,800,700 

102,044,291 

188,909,963 

the Economist, 15th February 1930 4 ^^ February 
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DISCUSSION 


The Chairman : Ladies and gentlemen, owing to our time having 
been cut short, and in order to allow all those who have intimated their 
desire to take part in the discussion which will follow the reading of this 
paper, I regret it will be possible to allow only 3 J minutes to each speaker, 
and I hope that they will do their best to keep strictly to this limit. 
I presume that each of you has received an advance copy of this paper. 
I also presume that you have, like myself, read it. If that is the case, 
I have nothing more to do than to have the pleasure of calling straight 
away on Mr. Hewetson Nelson. 

Mr. C. Hewetson Nelson, F.S.A.A. (Great Britain) ; Mr. Chairman, 
my Lord President, ladies and gentlemen, by an inscrutable but bene- 
volent providence, I have, as those of you who have read the paper wiU 
have observed, numbered my paragraphs. Consequently, all that I need 
to do in opening the discussion is to refer to those paragraphs which, 
in my judgment, seem to merit some consideration. The first paragraph 
is on page 385, paragraph 3, dealing with the important subject of decen- 
tralisation. The second paragraph is on the same page, paragraph 4, 
dealing with the no less important question of the law of diminishing 
returns. The third paragraph is on page 386, paragraph 6, deahng with the 
humanisation of industry, mass production. On page 390, paragraph 19, 
you have something about the factors of output, which may prove interest- 
ing. On page 400, paragraph 43, pages 400 and 401, paragraphs 44, 45 and 
46, and page 402, paragraph 47, you have some account of the very interest- 
ing investigation and experiments made in the reorganisation of the Rail- 
way world. On page 412, paragraph 82, you have the conclusion at which I 
arrive with regard to the investigation of Banks. On page 414, paragraph 
86, you have brought out the same thing in relation to the Insurance 
World and, finally, on page 423, paragraph no, you have what I conceive 
to be a matter of monumental importance in the investigation of this 
subject, namely, the result of the independent examination of the price of 
chemical commodities, which shows that in two-thirds of those com- 
modities the amalgamation of the Chemical Industry under the LC.L 
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has resulted in a reduction of the price of the commodities to the con- 
sumer. 

The Chairman : My Lord President, ladies and gentlemen, I have 
pleasure in calling on Dr. Walter A. Reid to open the discussion. 

Dr. Walter A. Reid, C.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, this theme in the Congress programme 
is of consuming interest in world affairs to-day. It permeates the whole 
world of trade and commerce. It is presented in the form of a book of 51 
pages written by Mr. Hewetson Nelson, F.S.A.A., of Liverpool. I have 
undertaken to open a discussion this afternoon. I understand a copy is 
in the hands of the members of the Congress interested. The author 
covers the subject from many angles — if not from all possible angles — 
and I am assuming you will expect from me only a general line of thought 
to bring out the phases of the problem most appealing at the present day. 

Mr. Nelson clearly accepts the need of combinations with the general 
preamble of stability of prices, improved quality, economies in cost, and 
with scope for scientific research, while — paragraph 49 — he stresses the 

inherent prejudice of the public against combinations ; and again — 
paragraph 116 — ^he writes : '' The combine movement has come to stay, 
but alongside of it we may reasonably hope that mankind will receive a 
generous measure of goods and service supplied by individual enterprise 
as well as by efficient combines.'' In the former quotation he speaks of 
'' combinations " and in the latter “ combines." His meaning, however, 
is unmistakable ; though combinations " would include combines and 
associations, cartels for price-fixing, selling areas, pools, quotas, &c., 
&c. ; but the word “ combinations " may also refer to clothing the 
subject. 

Paragraph 53, Mr. Nelson states : '' The experience of older combines 
shows that deficient management and over-capitalisations have been 
the two vulnerable points." 

On the historical side Mr. Nelson's review seems to be most exhaustive, 
as his criticism and his suggestions are of great practical importance. 

Right away I say I am not going to write a treatise, nor am I to specify 
the virtues or errors of any of the combines or associations, but try to 
lead on to the problem of every-day needs. In the price of an article 
four voices are required, with varying tones of intensities. These are : 
Labour, with the loudest voice of all. Brains and enterprise, with restraint. 
The capitalist — that is, the shareholders — more or less quiescent, but they 
can be shepherded and led by leaders, more or less genuine. The patient 
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and good-natured consumer ; Balaam's ass only spoke once. And there 
is an intensified new force, in the modern power of the Press. I am pre- 
pared to admit the present-day need of capitalist combinations in in- 
dustry, though only for the mighty populations, the masses of individuals, 
with increased demands for a higher scale of living, manifold requirements, 
for luxury, for comfort, for technical education, for Recreation, &c., &c. 
These all necessitate new organisation, in management, in service, in the 
arts, in research, in inventions, in propaganda — all which are seriously 
affecting old standards of the domestic hearth and of craftsmanship. In 
passing, take (i) the tobacco combinations. The quality is good and the 
price is cheap. The slight competition is doubtless welcomed by the 
tobacco magnates. Their aim is geographical selling areas. Let them 
beware of women's fashions. If the ladies cease to smoke and return to 
chocolates what, then, for the dividends ? (2) Take Levers, in its founda- 
tions and great ramifications, at first concentrated, then wide, and then 
wild. The great pioneer desired to buy the world. First, he sold margarine 
for many years cheap, but it was not for love of his customers, nor even, 
perhaps, in keeping with the law of economic cost. The screw nail industry 
of half a century ago was not meant to be altruistic nor was it on a sure 
foundation for permanently serving the public. (3) Not much can be said 
in favour of the recent railway combinations. The size of the units meant 
an annihilation of local effort and incentive. With experience the railway 
magnates may soon again come into favour by new methods and cutting 
down of capital assets not represented by real values, but the cost of 
reconstruction will be colossal, and reactions far-reaching. There are 
visible signs of existing combines rectifying their errors in capitalisation, 
in sounder policy as regards diversified and unrelated activities, in 
practical as against theoretical qualifications for management, and in full 
co-operation industry with industry — ^not crushing out but rather en- 
couraging competition, with the greater chance of progress through the 
stimulation of healthy rivalry. The ideal unit is when there is one co- 
ordinating personality with the instinct of decision and the practical 
knowledge of details — a man who would not, for example, have allowed 
the Vickers Engineering combine to buy and carry on a cotton mill. 
In that case two to three million pounds had to be written off capital. 
Nor would such a personality permit the setting up of water-tight com- 
partments in management, without co-ordination. I have met cases where 
stocktaking was carried out from the office books. It cannot be denied 
that the aim of a combine is to snatch a monopoly — snuff out all competi- 
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tion. Disastrous results from these efforts have been frequent. A mono- 
poly generally carries the seed of its own decay, in staleness and rivalries 
of huge staffs, also nepotism and inter-marriage of personnel without fresh 
blood. Railway companies have been blamed for that. Besides, a chal- 
lenging monopoly is one day attacked by the patient consumer, and 
Balaam's ass will speak. This question of Government regulation is 
always present, and while great combines permit competition — though 
slight — and provide quality with price, say like tobacco or soap, there 
will be no need for Government interference, and far less for much dreaded 
nationalisation. 

Two plain problems of common knowledge : (a) Price to the public 2s. 
Price to the producer is. To the middle man — loo per cent. — is. Is that 
fair ? (d) How to let the manager manage and the director direct ? It is 
fundamental ; but this is not the time to enlarge on these conditions of 
successful achievement. Is there superabundance of food, &c., in the 
world to-day ? No. If the needs of Central Europe were met the surplus 
stocks would melt like snow in summer. Oh ! those exchanges 1 Chinese 
puzzles ! 

Sir Arthur Salter remarks : "'I perceive a distinct reaction against the 
extension and expansion of combines to the exclusion of business carried 
on in smaller units on a more independent basis." 

There is profound interest in watching the proposals to save the world 
to-day by violent and speedy methods, glorifying the masses and leaving 
out the individual who still bears the responsibility. Wait and see. 
Doubtless the suspense or modification of democracy ts required just 
at present. 

There is no system perfect, but here's the test of the poet : 

'' For forms of Government let fools contest, 

Whate'er is best administered is best." 

Mr. G. R. Freeman, F.C.A. (Great Britain) : Mr. Chairman, my Lord 
President, Mr. Nelson, ladies and gentlemen, one's first impressions on 
a perusal of this paper are that the author has given us the benefit of deep 
research and has collected a mass of instructive and interesting informa- 
tion, the detailed discussion of which will be impossible within the limit 
of time available during this Congress. For my own part I propose in the 
future to treat it as far beyond an address and more in the nature of a 
work of reference. I congratulate Mr. Hewetson Nelson most heartily on 
his splendid contribution to our deliberations. 

Further consideration of the paper rather leads one to the somewhat 
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depressing conclusion that Mr. Nelson has not fully justified his assumption 
in paragraph 2 that '' Capitalist combinations are a genuine attempt . . . 
to improve the general welfare of the people.” This quotation reminds 
me of an opinion I ventured to express on a previous occasion to the effect 
that change is not necessarily progress, and so-called progress does not 
necessarily always seem to be to the benefit of the greatest number.” 
Undoubtedly there are many instances where capitalist combinations 
have been, in the long run, much more harmful than beneficial to the 
general welfare, and the evils have been accentuated by the temptation 
to over-capitalisation in some cases. You will gather from my remarks 
that I am to some extent an individualist, but at the same time I must 
confess that the tendency to capitalist combinations was bound to occur 
and is in my view likely to increase rather than to diminish. The effect 
will, of course, be that the ” small man ” will find his opportunities more 
and more circumscribed and instead of being the owner of his own business 
he will be in the position of an employee of some greater or lesser combina- 
tion. There would even appear to be some trend in this direction in our 
own profession, and the concluding remarks of Mr. Keens yesterday 
afternoon in connection with Sir Albert Wyon's paper deserve careful 
consideration. 

Detailed criticism of the paper itself is difficult as the author has dealt 
so fully with his subject and has fairly set forth different points of view. 

In paragraph 23 Mr. Nelson refers to the form of combine which he 
designates ” The Terminable Association.” I think we may say that the 
” Shipping Pools ” which were so much in evidence at the end of the 
last century were early illustrations of this form of combine. Properly 
worked, they were protection not only to the producer, but also to the 
middleman and the consumer by their maintenance of the stability of 
freight charges and thereby the fixity of one large item of cost to the 
importer in our overseas Dominions, or in foreign countries. Being loosely 
knit, however, they are usually vulnerable either to outside competition 
or to internal dissensions. Some 25 years ago I was concerned in the 
affairs of a man who, by somewhat unscrupulous methods, succeeded in 
forcing a combine of this kind to give him preferential treatment, with 
unfortunate results to the traders of the country to which the particular 
shipping lines operated. His action temporarily forced down the price 
of a certain commodity in that country, with uncertainty as to the future 
trend, not only of price, but also of supplies. This uncertainty greatly 
upset the market, and most of those interested either as producers, 
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shippers or consumers, were relieved when the “ ring '' was re-formed and 
prices again became fairly stable, though at a higher rate than had 
formerly prevailed. 

I would call your particular attention to Mr. Nelson's quotation from 
Dr. Coates, in paragraph 44, and I venture to suggest that many of the 
combines which have taken place since the Great War have experienced 
some of the pitfalk so clearly set out by Dr. Coates. 

Referring to paragraph 60 and Table III on page 427, it must be remem- 
bered that the expression private company " is a legal one, and embraces 
not only small concerns with only a few shareholders, but also a fairly 
large number of companies with considerable capital which are sub- 
sidiaries of holding companies. If these subsidiary companies were placed 
in a different category one would imagine that the average paid-up capital 
of the remaining '' private ” companies would show a greater decline 
than £1,511 between 1926 and 1931. 

A recent illustration of the class of combine referred to in paragraph 66 is 
the London Passenger Transport Board, to co-ordinate the whole service 
of public carrying passenger vehicles in the County of London and 
neighbouring districts. It is, I believe, common knowledge that Sir 
William McLintock, a distinguished member of our profession, has been 
mainly responsible for the complicated and varied financial arrangements 
involved in this combine. 

The banking amalgamations mentioned on pages 408 and 409 have un- 
doubtedly enormously strengthened the financial position, but one 
hears many complaints as to the inelastic attitude of the “ Big Five " 
in connection with overdrafts or bonus to small traders and others. It 
may be that, in the old days, private banks were too generous in this 
respect, and that this is an explanation of the failures in certain years of 
the nineteenth century, as recorded in paragraph 73. On the other hand, 
one sometimes comes across apparently harsh refusals for accommodation 
and the rate of interest charged by the banks does not accord with the 
meagre interest allowed by them on deposits. The fact that advances to 
customers by the London Clearing Banks (paragraph 81) had decreased 
in September 1932 by 108 millions as compared with September 1931 must 
mean that to some extent the banks are less ready to utilise their funds 
in this way, with consequent detriment to the trade of the country. I 
know I will be told that I am putting effect before cause, but personally 
I am satisfied that there is some measure of truth in my contention. 

The remaining pages of Mr. Nelson’s paper are mainly statistical, but 
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they are of very great interest and will repay careful study, 

I will conclude by repeating my thanks to Mr. Nelson for his most 
instructive paper. 

Mr. Walter Holman, F.S.A.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, before I venture to comment on 
the papq: which has been placed before us this afternoon I wish to ac- 
knowledge our indebtedness to the writer for the patientYesearch involved 
in the compilation of so comprehensive a survey of recent industrial 
development. The application of accountancy principles to that develop- 
ment was considered yesterday afternoon in the paper on Holding and 
Subsidiary Companies, and my only complaint on that score is that this 
paper should have been the prologue to the other and not the epilogue. 

The writer of this paper starts with an assumption which in my view 
is altogether too wide to be applied generally. He assumes “ that capitalist 
combinations are a genuine attempt to improve the trade of the world, to 
provide the reasonable reward of capital, of enterprise and of labour, and 
to improve the general welfare of the people.” I think that in making 
such a statement the writer's wish is father to his thought. While un- 
doubtedly such altruism does exist in the world I suggest that it is not 
conspicuously to be found in industry, and I suggest that a truer assump- 
tion would be that capitalist combinations are an attempt to reduce and 
ultimately to eliminate competition, Mr. Hewetson Nelson quotes ex- 
amples where that has been the object and the effect of some capitalist 
combinations, but he seems to regard it as an incidental rather than 
a fundamental consideration. That is where I join issue with him, 

I am not going to condemn rationalisation on that ground, for un- 
restricted competition may be as harmful to the true interests of industry 
as the entire absence of competition, but I do want to point out that as 
the unrestricted individualism of the Victorian Era led to the exploitation 
of the worker so rationalisation, unrestricted by the corrective of competi- 
tion, may lead to the exploitation of the consumer. And in support of 
that statement I need only refer you to the impressive example given in 
paragraph 37 where the writer deals with the syndicate formed for the 
control of potash. No industrial system has yet been evolved which is 
free from the possibilities of abuse in one direction or another, and unless 
there exists some check on those abuses they will ultimately wreck the 
system. I suggest that competition is the automatic check on the possi- 
bilities of abuse which are inherent in the capitalist system as we know it 
in this country, and if and when competition is entirely eliminated the 
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system will be in danger of dissolution. 

I have not overlooked the fact that in some directions the process of 
rationalisation has produced an intensification of competition and a 
consequent benefit to the consumer, besides providing a stability which is 
of direct benefit to the community. This is illustrated by the particulars 
given in the paper in regard to banks and building societies. My purpose 
is not to dogmatise but to point out what seems to me to be one direction 
in which danger may exist, namely the exploitation of the consumer ; 
and another danger lies in the possibility of internal slackness, in the 
wastage of overlapping and excessive overhead charges. Mr. Hewetson 
Nelson has hinted at these in the example he quotes in regard to railways. 
He refers to the enormous economies which have been effected in the 
reorganisation of a particular railway, but it is, I think, fair to point out 
that the state of things which made the reorganisation necessary arose 
under a monopoly in which there had been little or no general competition. 

In pointing out these dangers of rationalisation I do not wish it to be 
thought that I am necessarily opposed to the principle. I take it that our 
duty as professional men is to foresee the dangers as well as the advantages 
of the developments which are going on in our midst, so that our advice 
may help to avoid the dangers and preserve what is valuable. That 
there are great possibilities for the good of industry in the extension of 
the principle of rationalisation can hardly be disputed ; it is our duty to 
see that the good of industry does not conflict with the good of the 
community. 

Mr. G. E. Watson, F.L.A.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, I would add my congratulations 
to Mr. Nelson, on the very complete and efficient manner in which he 
has dealt with a vast subject of extreme importance to commercial life 
generally. 

The subject is of special interest to the accountancy profession through- 
out the world, and we shall obtain knowledge and guidance in studying 
the subject from its many points of view. I think we all appreciate the 
benefits which might accrue from combines, and realise how necessary 
they are in many phases of business life, but we should also seriously 
consider their disadvantages under certain circumstances, and by discreet 
advice endeavour to direct our clients along the proper course. There 
is a real danger, in my opinion, of assuming that if we can only enlarge 
a concern we shall, as a consequence, make it more efficient. Mr. Nelson 
has rightly pointed out we may by so doing hide some of the defects 
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which might be apparent in a smaller undertaking, and a weaker and 
unprofitable unit is often bolstered up and continued at the expense of 
the larger concern. 

There are four points I should like to comment upon which I feel are 
of great importance to the accountancy profession. We, in this country, 
are proud of the strength and security of the British banks, but the 
Treasury Committee in 1918 realised that there is a^real danger of a 
monopoly being created if further amalgamations are permitted. The 
creation of the Big Five has not always been helpful to the smaller 
customer, who has found it more difficult to obtain accommodation 
unless he has been able to lodge adequate cover, whereas the examinations 
which have taken place after large commercial disasters, have revealed 
that big business has been virtually '' run after,” with subsequent losses. 

My next point, so far as the banks are concerned, is that they are in an 
unique position for obtaining the confidence of their customers and the 
way they are obtaining work previously entrusted to the practising 
accountant is rather disconcerting. A real effort should be made by the 
profession to see that no undue pressure by the banks is brought to bear 
on any customers and that no further inroad is made into the accountants' 
domain until, at any rate, such times as the law shall state only the 
accountant in practice shall be permitted to carry out those duties which 
should rightly be their prerogative. 

Another problem which has affected the practising accountant, probably 
more particularly in the Provinces, was yesterday referred to by Mr. 
Keens. Great numbers of small concerns have been merged into larger 
units and as the control of the combine is usually in the larger cities, 
accountants in the smaller towns have found the audits of some of the 
concerns which they have nursed from the infancy of the business, being 
taken over by the nominees of the adopted parent. The only outcome, 
I suppose, will be to find practising accountants more and more con- 
centrating in the larger cities, and possibly in larger firms. 

My final point is that cost of living should be kept at a lower level by 
combines if under proper control, and no monopoly should be allowed 
to be created which will prevent this object being achieved. The 
accountancy profession has, however, to my mind, a real duty to perform 
to try and assist in suggesting ways and means of meeting the large 
displacements of labour caused by rationalisation and of reducing the 
unemployment figures which are troubling most countries at the present 
time, reliance being placed on the accountant in future for his views and 
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guidance in this respect, and it is up to the profession not to be found 
wanting. 

Mr. G. J. P. Hogeweg (Holland) : Mr. Chairman, my Lord President, 
ladies and gentlemen, it is only natural that a paper written by the 
eminent author of the lecture Standard costs as a basis of Management 
and Industrial Control ’’ at the Congress in 1926, held at Amsterdam, 
should attract the attention of the Dutch accountants. Also in this 
instance the writer shows the vast extent of his reading, which has 
enabled him to give us an abridged account of the origin and the objects 
of capitalist combinations, worthy in every respect of the attention of 
the world at large. As a matter of course, part of the writing was bound 
to be known by the accountants, but, notwithstanding, many others will 
have felt like me, who have read this brief historical outline with much 
satisfaction. 

The object of the capitalist combination is regulation of production 
and prices ; but the writer could also state that in the majority of cases 
prices were kept fairly low. Nevertheless there are amongst the eight 
objects in view named in paragraph 42 some which might lead to fairly 
high prices, for instance the maintenance or increase of prolits to share- 
holders ; generous allowance for depreciation and obsolescence and the 
maintenance of good relations with labour and an improvement in labour 
conditions. 

Under more or less normal circumstances shareholders, judging by 
the dividends distributed, are well looked after, and the provision for 
obsolescence, which is so highly necessary in such modern enterprises, 
weighs heavily on the cost prices. In such protected industries wages 
are generally high and labour conditions good. In industries like these 
the necessity of conforming to unfavourable general conditions is gener- 
ally less quickly realised and they form an obstacle on the road to a 
general adjustment of wages to the reduced standard of living. When 
viewing capitalist combinations in the light of present-day needs we 
surely cannot omit making this observation. 

As regards the advantages caused by the development and application 
of scientific research it cannot be denied that much has been done in this 
direction by the combines. I should like to draw attention to the very 
important results attained in this regard in Holland by the co-operation 
of industries which in all other respects are totally independent of each 
other, and also to the endeavours of the management research groups, 
a great number of which have been operating in England for many years 
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and which also in Holland can in many instances boast of good results. 
For those purposes, therefore, capitalist combines are not strictly neces- 
sary. The object may also be reached in another way, which is borne 
out by practice. The combine no doubt renders the financing and the 
management of this research work much simpler, but the object can also 
be attained along other paths. 

Very special attention should be drawn to paragraphs 55 and 56, in 
which the writer points out that the combines have not been able to 
alleviate the economic consequences of the depression and that, on the 
contrary, they have possibly been an aggravating factor.” This remark 
tends in the same direction as my previous observations in this regard. 
Many of the combines which existed at the beginning of the crisis, have 
not been able to pull through, or will, in all probability, not survive the 
crisis and either have been or are being re-organised. The writer mentions 
this and furnishes interesting details. Shall we in that case witness a 
return of a greater number of smaller and independent industries ? The 
writer points out that in England beside the '' big business ” also the 

small business ” has continued to exist. This is not only in England 
but in many, perhaps in all, countries. Is the only reason for this the 
fact that people in the industries are not persuaded that individualism 
in relation to business is effete and redundant ? I should say ” no.” 
If the economic laws rendered the creation of '' big business ” absolutely 
necessary the more feeling entertained in this regard by the leaders of 
the industries would not enable them to oppose such a tendency. They 
would surely be compelled to give up their '' small business."' 

The writer simply informs us that the small concerns not only continue 
to exist, but that their number is still on the increase. I should like to 
direct attention in this connection to a number of once universally known 
combines that have been wrecked. There are apparently counteracting 
forces in economy which reduce the advantages of the '' big business ” 
and under certain circumstances cause them to fade away. And yet 
there are many economists whose only hope of the future exclusively 
depends on the '' big business " with its possibilities of “ planning/" 

I regret that I have vainly looked for a theoretical analysis of the 
advantages and drawbacks of the big business "" as compared with the 
'' small business "" and an expos^ of the economic forces which apparently 
are opposed to each other in the “ big business."" Such a theoretical 
analysis is necessary. Only by this will it be possible to obtain a true 
insight and to circumvent mistakes previously made ; only thereby 
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will it be possible to obtain in the long run the greatest yield by the 
smallest possible sacrifices and that is beyond doubt the aim of all 
economic studies. 

Possibly Mr. Hewetson Nelson may have an opportunity of going 
further into this matter in his reply, or otherwise he will no doubt be good 
enough to give us his views regarding these points on some future occasion. 

Mr. Godfrey^ Craven, F.S.A.A. (Great Britain): Mr. Chairman, 
my Lord President, ladies and gentlemen, it seems to me that my remarks 
are going to be very much an echo of what has been said already. It 
comes rather as a surprise to me that accountants so far seem to dislike 
combines in industry. I would like to thank Mr. Hewetson Nelson for 
a most excellent paper, which seems to have dealt 'with every aspect of 
the problem of combines, but I would just like to stress one or two points 
which he does not seem to have dealt with with sufficient seriousness and 
which, to my mind, present very considerable difficulty. Despite a very 
bare reference in his concluding remarks regarding individual concerns 
in the smaller companies, I feel that he has not attached sufficient im- 
portance to the dangers of combines. There is no doubt whatever that 
transport and public utility companies should have a certain measure 
of monopoly, but at the same time there are numerous cases of its dis- 
advantages. As a practising accountant I have in my own sphere found 
many instances where the transport of goods is, shall I say, almost 
hampered rather than facilitated by the railway companies. The 
lecturer has mentioned the question of maintenance of prices and the 
protection of producers against unfair or cut-throat competition. He 
does not point out that that is an endeavour in which many of them 
indulge in order to obtain the monopoly which everything should be done 
to prevent. He also refers to the public attitude but in this connection 
he mentions only the relations between the combine and the consumer, 
and makes no mention of the industrial policy which has as its consequent 
result considerable unemployment among all classes of employees, both 
the workers and the administrative side. I cannot help feeling that 
combines are not barriers against depression and that we cannot lightly 
disregard, as the lecturer says, the spirit of independence and self-reliance. 
I feel that the spirit of self-reliance and private enterprise is something 
for which we should strive in our relations with industry, and that w^e 
should do everything possible to prevent the growth of these large 
monopolies, which tend to crush out anything which shows a tendency 
towards enterprise for the furtherance of industry and trade generally. 
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These arguments are, of course, too brief to draw any conclusions on 
theory or policy, but are intended merely to develop a point of view 
which I do not think the lecturer has dealt with at quite sufficient length. 

Mr. David Allan Hay, O.B.E., C.A. (Great Britain) : Mr. Chairman, 
my Lord President, the speakers who have just followed the reader of 
the paper have touched on a good many of the aspects of this question 
which have appealed to me. I think to-day we are, as commercial nations, 
too much inclined to worship mere size. Whether we have got that from 
our cousins in America or not I cannot say, but in this whole question 
of the combines and their development one finds that there is not only 
gain but very definite loss. Mere size, mere output, mere magnitude of 
figures, are not everything, if in the process of achieving these things 
we make some losses and encounter some drawbacks, and I would suggest 
to you that sooner or later in this country there will require to be a closer 
watch kept upon combines, a kind of watch which cannot be exercised 
at the present time by shareholders, whose views at annual meetings and 
in effective control are very small indeed. And I suggest that there is a 
danger in these great combines that where you have a very strong 
personality in control you have the elements of greater disaster if that 
personality either runs riot or, being efficient, is removed at a critical time 
in the history of the company. We have seen in this country a number of 
examples of great combines with dominating personalities running them 
which have landed the concerns in very great financial difficulties. It is 
not possible for us as accountants in our sphere as auditors effectually 
to criticise or even seek to control that tendency, but we are asked in 
our professional capacities to advise industries or companies engaged in 
industries whether they should enter into a combine, whether they should 
sell out and receive a cash price for their business, or endeavour to carry 
on and hold their industry's flag aloft in their own district. • One has 
got to give that kind of advice purely impartially, and with the best 
interests of the client before you, but I do suggest that there is national 
loss in this development of combines. A great deal of interest and control 
and of effective local interest has been removed by combines, greatly to 
the loss of the provincial centres of this country, and I do suggest, in 
conclusion, that though as accountants we can only watch the develop- 
ment, at the same time we can do what we can to limit the worst features 
of combination and try to maintain the human element, the human in- 
terest, and the local interest where we possibly can. 

Mr. Percy H. Walker, F.S.A.A. (Great Britain) : Mr. Chairman, my 

Q 
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Lord President, ladies and gentlemen, Mr. Hewetson Nelson, in his 
excellent paper, has given us that well ordered array of facts and logical 
reasoning we always associate with his writings. Whilst he has not failed 
to point out some of the weaknesses of capitalist combinations, he cer- 
tainly inclines to the view that the trend is all to the good and it is on this 
point that I am tempted to break a lance with him. 

In the first place, like so many of our capitalists, he appears to have 
read the recommendations of the Committee of Industry of the League of 
Nations in 1927 in such a way as to concentrate on the one aspect of 
rationalisation, namely, amalgamation to the exclusion of all others. I 
cannot help feeling that considerable mischief has been done by the some- 
what glib use that has been made from time to time of the recommenda- 
tions of that committee by capitalists who for their own ends have 
brought about combines which in no way benefit the general community. 
After all, amalgamation was only one of several recommendations that that 
committee made for the suggested improvement of trade conditions, and 
by no means the most important. 

As Mr. Hewetson Nelson himself states, a number of combinations have 
taken place which were not necessarily a response to any sound economic 
principles, but seem to have arisen from the conjunction of opportunity 
and leadership. It is this very conjunction of opportunity and leadership 
which is to be feared because of its consequent risk of exploitation. It is 
particularly noticeable in South Wales, where practically all the colliery 
companies, and particularly the anthracite collieries, have been com- 
bined by means of capitalist combinations into one or two groups. Prior 
to these amalgamations local capital was invested and local labour 
employed in a large number of separate companies and separate collieries. 
The combine has closed down many of the pits rather than expend further 
capital in modernising their equipment, with the result that in many 
cases the only money which finds its way into the mining towns and 
villages is that which the one time colliers receive as unemplo5nnent 
benefit. 

It has always been a mystery to me why greater use has not been made 
among the great producing industries of the co-partnership movement 
which has proved such a complete success in the case of the great gas 
undertakings. The Report of the Coal Commission made some very defin- 
ite and trenchant recommendations in this connection. It stated that had 
some of the surplus profits which from time to time had been distributed 
as bonus shares to the shareholders been utilised in making their em- 
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ployees co-partners in the undertakings, it would have been all to the good 
of the industry. Here you have a form of combination where the main- 
tenance of good relations between capital and labour and the improvement 
of labour conditions are bound to follow automatically. What is more, in 
the Co-partnership Movement, one of the great weaknesses both from a 
national point of view and especially from a civic point of view of the 
capitalist combine, namely, the suppression of individual development is 
avoided. The closer co-operation between labour and management tends 
directly to develop the individual, whereas the capitalist combination 
must of necessity tend in the other direction. It is interesting to note that 
Dr. D. H. Smith, in his review of the Industries of Greater London, points 
out that in many firms employing 200 to 500 people there appear to be 
only one or two responsible persons capable of controlling policy and 
initiating changes. I suggest that one of the reasons for this is that the 
unit becomes so unwieldy that the vital element, the human touch, is 
bound to suffer. The ability to control is there, but through lack of appre- 
ciation and encouragement it languishes, and eventually dies. 

Again, under any form of combine with its consequent growth of the 
producing unit, the joy of craftsmanship is bound to suffer. What man can 
take real pleasure in creative work when his share of it merely consists 
in the turning of a portion of an engine on a turn-table ? You cannot make 
good citizens out of human robots. The growth of multiple shops and chain 
stores and the substitution of the branch store manager for the individual 
shopkeeper has removed from our civic life a class of man who with a 
definite stake in his City was particularly well equipped to control its 
affairs and especially its finance. 

I cannot help feeling that capitalist combines are bad for the three 
following very definite reasons : — (i) They are bad for the individual as 
they lessen his opportunities of advancement ; (2) they are bad for the civic 
life of the community by the reduction of financially interested ratepayers, 
and (3) they are bad for the nation, as a whole, as the concentration of 
financial control into a small number of immense units renders the 
exploitation of national and racial prejudices for the benefit of some 
particular vested interest only too easily capable of attainment. 

I think that the reaction that Mr. Hewetson Nelson refers to against 
the extension and expansion of combines is a very real one and a very 
healthy sign and that it is the disintegration of some of the present cumber- 
some combines, rather than the setting up of further combines, that the 
hope of industrial development and recovery may be looked for. 
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Mr. C. N. Dolby, F.S.A.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, the paper which has been so carefully 
and thoughtfully prepared and upon which I venture to offer some ob- 
servations, covers such a large field that it would be impossible, in the 
few minutes allotted to me, to deal with all the points which have been 
touched upon by Mr. Hewetson Nelson. Even if time permitted,,! doubt 
whether some of t^e problems put before us to-day are capable of useful 
discussion except from an academic point of view, or on a purely hypothe- 
tical basis. 

Large scale combinations or rationalisation of industry, as we under- 
stand it, so far as this country is concerned, are in nothing more than an 
experimental stage. Consequently we have not at our disposal that wealth 
of data, either of a statistical nature or otherwise, that would, if available, 
afford us some guide as to the advantages or disadvantages of capitalist 
combinations. After all, the probable future trend of any movement can 
only logically and intelligently be forecast by a consideration of past 
events and where this is not possible we descend to the realms of specula- 
tion and sheer prophesy. 

Then again — limiting my observations to events in this country — 
rationalisation of industry has come to the front during an abnormal 
period, a period distinguished chiefly in the catastrophic declines in com- 
modity prices and a hitherto undreamed of collapse of the economic 
fabric. I suggest that these conditions have successfully clouded the issue 
and to a large extent distorted our vision. Obviously, with one hundred 
factories working half-time, it needs no great concentration of one's 
intelligence to offer the simple remedy of amalgamating those loo fac- 
tories, closing down 50 of them and leaving the other 50 to work full time. 
But are we satisfied, if and when trade revives to such an extent as to 
require the output of those 100 factories, that there has not been set in 
motion an upward movement of prices which may not be arrested without 
State intervention, with all its consequent evils ? 

The past few years, as I have already indicated, have been years in 
which supply has outstripped demand, and as a consequence the risk of 
extortionate profits being made at the expense of the consumer has been 
negligible. But I submit that the risk would be a serious menace if 
economic conditions once more regained an equilibrium and demand be- 
came equal to, if not exceeded the supply. I am not persuaded, in spite of 
seductive speeches to the contrary, that capitalist combinations, given the 
opportunity, are so inhuman as to refuse large profits when circum- 
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stances are sufficiently propitious. This, I submit, is a vital aspect and 
one which must not be overlooked. 

The extract from the Edinburgh Review which forms the opening to this 
paper engenders a feeling of optimism justified by the happenings during 
the last 100 years. But these 100 years have been signalised not by 
the efforts of large trading concerns with capital at their disposal running 
into many millions of pounds. Rather have they been renowned for the 
extraordinary courage, initiative and sheer hard work and concentration 
shown by individuals who in many instances were pioneers. It surely 
cannot be seriously suggested that the qualities I have just mentioned are 
to be found to anything like the extent necessary at a time like this, in 
the combined personnel of a company with a capital of say £50,000,000. 
I come from a City in which has been built up during the past hundred 
years a great shipping industry, and it has been built up by individuals 
whose names are known in all parts of the world. I desire to draw no 
false conclusions, but it is nevertheless significant that in spite of the 
amalgamations which have taken place in that industry and which have 
been attended by such disastrous results, at least one firm has remained 
to my knowledge, unabsorbed, has not even adopted limited liability, 
and is conducting a successful business to-day. 

Great efforts are now being made to raise the price of commodities. As 
I understand it, the object is to so raise the purchasing power of the people 
of the country producing the commodity as to enable them to become a 
more potent force in the world's markets. 

Now one of the primary objects for the establishment of large under- 
takings, through absorption and amalgamation, is the desire to bring 
about a substantial reduction in the costs of production. This is effectively 
brought about by, inter alia, closing redundant and inefficient factories 
and reducing general overhead expenses. I must here remark that I am 
not referring to the reduction in the ratio or percentage of overhead 
expenses to output brought about by an increase in the turnover. That, 
of course, is not a literal reduction in overhead expenses. The effect of 
these reductions must be reflected by reduced purchasing power of those 
who have been in the habit, either by direct or indirect emplo5mient, of 
rendering services to the producer. 

There does appear to me to be a possible contradiction of policies if the 
efforts to raise commodity prices and the efforts to reduce costs of produc- 
tion are attempts which can both be regarded as well founded in theory 
and both capable of producing in practice the desired results. 
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In conclusion, Mr. Chairman, I emphasise the fact that the information 
at one's disposal is not sufficient to enable an intelligent forecast of the 
advantages of capitalist combinations to be undertaken, but as yet I have 
read nothing nor heard anything which convinces me that individualism, 
with its enterprise, its courage and its tenacity of purpose, cannot, or will 
not, if given reasonable freedom from State interference and reasonable 
banking facilities on sane and practical lines, provide a solution to the 
problems which beset us to-day. 

Mr. Alexander Hannah, F.S.A.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, my contribution to the dis- 
cussion this afternoon is more from a desire to pay tribute to my fellow 
townsman, Mr. C. Hewetson Nelson, than any conviction that I can con- 
tribute anything really useful to the discussion. I do offer him my felici- 
tation upon the successful way he has dealt with so very important a 
subject to accountants . 

I think it is agreed that rationalisation of industry and capitalist 
combinations are not yet a proved success but perhaps the period of 
experience is not yet sufficient to enable a definite opinion to be formed. 
There are, however, one or two features which to my mind will have to 
receive the serious consideration of those engaged in the study of this 
subject. In all types of large scale capitalist combinations in industry 
there are two points which appeal to me particularly. My first point is that 
I think it is becoming increasingly apparent that in the case of the large 
public company the present method of appointment to the board of direc- 
tors is not effective. As we know, in most cases, new members are co-opted 
by the existing board (subject to formal ratification by the shareholders) 
and it is most unusual to drop a useless director. 

The question of management of large scale industry (particularly 
socialised industry) will soon, I think, disclose difficulties in staff promo- 
tion methods. Most of our present leaders have been discovered by the 
competition method, often commencing in small businesses, but twenty 
years hence the then captains of industry will have emerged from the 
ranks of the staffs of the large companies, their progress mainly dependent 
perhaps upon the recommendation of their immediate supervisors at each 
stage. If a key position on the scale is occupied by a man jealous of his 
own position, or otherwise incapable we know what happens. The re- 
medies are, I think, an enlightened recruiting policy and more especially 
adequate facilities for transfer from one department or branch of the 
business to another. This privilege is, for example, the saving grace of the 
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banks and municipal services. 

My second point is supply of capital. For various reasons it seems to be 
becoming more difficult to obtain capital for small concerns say up to the 
£So,ooo mark. A public issue is expensive, the banks will not lend per- 
manent capital, and the moderate investor, deterred by income-tax and 
death duties, is less adventurous than hitherto, probably feeling safer with 
public authorities or large companies. Even assuming that the large 
undertaking is desirable in many industries, it seems to me that it is 
essential under any capitalistic system to keep these smaller concerns in 
active existence particularly in connection with luxury or experimental 
articles. 

The solution may be that it will be found possible to establish a series of 
provincial investment companies, which will borrow on a large scale by 
public issue and lead to approved smaller companies on debenture. Such 
a scheme might do more to revive industry than the famed remedy of a 
low bank rate. 

Then there is the question of the relationship between the capitalist 
concern and the State. There is an undoubted tendency towards State 
control of industry, particularly in necessity trades, the line of evolution 
being perhaps indicated by the Metropolitan Water Board set up in 1902, 
the London Passenger Transport Board and President Roosevelt's 
Industrial Recovery Act. The major problem will probably arise when 
the State controlled industry of one country comes into direct competition 
with the privately controlled industry of another country. 

Whatever happens now, with a hundred million years before the human 
race, there is plenty of time for experiment, while it is clear that whatever 
development takes place there should be ample scope for the accountancy 
profession. 

Mr. a. Stuart Allen, F.S.A.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, Mr. Hewetson Nelson has presented 
a survey of the subject which is wholly admirable in its range and its 
impartiality, and, moreover, he has avoided the temptation to devote 
undue attention to probable political and social reactions and to the 
general economic aspects of his subject. 

While more recent experience has in some degree dampened the 
immediate post-war enthusiasm for trade associations and combines, it 
is indubitable that they will continue and increase. In present circum- 
stances it is of the first importance to seek the method by which this 
tendency to combination can be controlled and directed into channels 
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which will confer the maximum possible benefit on the community at 
large. This aspect of the matter must clearly be dealt with fundamentally 
in the truest sense of that word, and it is therefore interesting to survey 
what may best be called the inspirations to combination. For present 
purposes I propose to divide inspiration into two broad classes — First, 
individualistic inspiration, and second. Governmental or semi-official 
inspiration. The’^former class again falls into two broad divisions 

The first and more exceptional emerges when a dominant personality 
arises in a particular industry whose genius and far-sightedness only 
find full scope within an amalgamation of a number of important ur^its 
in that industry. Apart from the danger that such genius may deteriorate 
into megalomania leading to a combination which is unwieldy, the 
resultant organisation is likely to confer great benefits upon the com- 
munity, upon the industry and upon the employees, if humane considera- 
tions are given due weight. There is usually difficulty in adequately 
ensuring the succession to such an industrial kingdom, when the pro- 
genitor has been translated to another sphere affording, one hopes, an 
even wider range for his genius. Admittedly, such organisations gain 
momentum which tends to ensure adherence to the course originally 
laid down, but once the dominant personality has been removed there 
is an inevitable and possibly greater tendency for the executive to become 
sectional so that the original plan becomes distorted out of all resemblance 
to its pristine form. 

The second sub-division of combination, owing its origin to individual 
inspiration, can be dismissed in a very few words. Into this class fall all 
combinations usually formed in times of prosperity, values already 
abnormally high being frequently aggravated in the course of the ne- 
gotiations. Here, the main urge is really hardly more than the appetite 
for promotion profits, and there is little planned economy?' from start to 
finish. Governmental or semi-official action or pressure is always re- 
luctantly applied and, save in the case of public services, action of this 
character is usually taken in times of depression when an industry or an 
important section of it is threatened with collapse. Such agglomerations 
have few merits and many disadvantages, exigencies being more dominant 
than future requirements. The risk of failure is unduly high, and with 
failure the reluctance of the Government to intervene on other occasions 
is enhanced. 

Turning to another aspect of this absorbing subject, a purely horizontal 
combination is rarely to be found. The temptation to provide the huge 
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material requirements at cost price leads to vertical development. 
Producers of the materials are absorbed or new factories are erected ; 
in either event the home market remaining available to independent 
producers is narrowed down, which may have adverse results on their 
competitive power, particularly if the product is also sold for export. 

Then k must refer to the displacement of labour by ^mass-production 
methods. As Mr. Hewetson Nelson himself has said, the original con- 
ception that such displacement is essentially temporary and rapidly 
taken up has been falsified by experience and the problem is being freely 
debated at the present time. The difficulties in the way of the obvious 
remedy of a shorter working week are clearly enormous, merely from the 
one aspect of widely differing national conditions. Is it conceivable that 
Japan, for example, will lightly sacrifice the advantages which she at 
present derives from an abundant supply of the cheapest labour, existing 
under conditions which are well below the barest subsistence level of any 
Western country ? The possible effects of a considerable increase in 
leisure on the morale of the working classes must also not be left out of 
consideration. We have, therefore, the position that as combinations in 
industry continue and increase, so far-sighted planning and control become 
more imperative. That this control should be a Governmental function 
seems neither feasible nor desirable ; in fact, it is difficult to perceive 
how direct control in any form could be imposed with advantage. 

How, then, are we to make progress and get away from the haphazard 
methods of the past ? The national genius for compromise suggests a 
solution. I have in mind a committee under the aegis of the Board of 
Trade, with a constitution somewhat similar to that of the Board of 
Referees ; this committee to hold sessions from time to time as might 
seem expedient, with power to demand information, to call witnesses and 
to collate, codify and publish this material and advise the board thereon ; 
the findings of the Committee to be published subject to the approval of 
the President of the Board of Trade. In this way there would gradually 
be built up a body of authoritative opinion which would be a guide to 
those seeking combination or amalgamation in the best interests of 
industry, and a deterrent to others actuated by baser motives. The 
function of such a committee would, in efect, be largely educational, 
and this, when everything is said, is the only sure means of progress. 

Finally, considering consumption, is it permissible, on such a purely 
mundane subject, to dream the dream that a not unimportant section of 
consumers could be educated to prefer goods produced by the hands of 
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craftsmen to those resulting from mass production methods and thus 
tend to revive and re-establish a type of activity which is rapidly becom- 
ing extinct. To become purely nationalistic — an attitude which is not 
without a certain factional popularity — reference can usefully be made to 
the reactions of any projected combination upon income-tax liabilities. 
In practice one is frequently faced with severely adverse results, sometimes 
not merely upon*^the amalgamating companies, but also upon the members 
of the personnel. That the income-tax is likely to remain an important 
factor for several years to come is hardly in doubt, and in uttering this 
word of warning I wish to point out that forethought upon this trouble- 
some but none the less important aspect can certainly minimise the 
hardships and may even result in definite advantages by the introduction 
of modifications which do not vitally affect the whole scheme. 

Mr. Grierson Macara, J.P., F.C.R.A. (Great Britain) : Mr. Chairman, 
my Lord President (I am glad to be able to say also, ladies and gentlemen, 
and to compliment the ladies on continuing to attend through our sittings): 
Mr. Nelson has referred in his comprehensive paper to the large number 
of small businesses or small concerns still in existence. That, I think, 
is a very gratif3dng feature, because individual initiative is vital to 
great communities and nations like ours, and we all know that initiative 
gets a much better chance of developing in the hands of a large number 
of small businesses than in huge combines. It is far better to have that 
than to have all the traders as mere cogs in some gigantic wheel. Of 
course, there are defects in the small trading system ; the small shop- 
keeper, for instance, who carries on in a rule-of-thumb way and who 
pays little or no attention to reserves, depreciation and so on. The 
Companies Act, with all its consequences, largely changed that state 
of affairs ; it brought out in a very definite way the need for the account- 
ancy profession, and gave the accountant an opportunity of making 
himself felt in the trading of the community in practically a new way. I 
hope the influence of accountants will increase in that direction. I do not 
see why the larger companies should not all have accountants as members 
of their Boards. I do not, of course, mean that^the auditing firm should 
be represented on the Board, but an independent accountant would, I 
think, be of value to the large companies such as we are accustomed to 
to-day, where finance and the proper control of finance are of vital 
importance. Some of the amalgamations that we have to-day are, of 
course, too big— like the railways. I understand that a trader in the 
north of Scotland, for instance, making inquiry about anything special 
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has his inquiry referred to headquarters in London. 

Dr. Walter Reid : Quite true ! 

Mr. Macara : Quite true ! I am glad to have that confirmation. And 
it may be a matter of weeks before the reply is received ; in the interim 
the trader concerned has fixed up with some rival — ^probably a road 
rival. In that connection it is very unfortunate, I think, that the big 
railway companies — ^in fact aU the railway companies 4 n this country — 
have never built up adequate reserves. They have all gone in for dividing 
their profits to far too great an extent, and now in the hour of trial they 
are caught without those adequate reserves that they ought to have 
had, and so the hour of trial is very much more serious for them than 
it would otherwise have been. As a contrast to that, let us take the banks, 
which have been already referred to by the speakers, and also by Mr. 
Nelson. There are, of course, criticisms of the banking combine, but 
we have a great deal still to be thankful for to the Big Five, because they 
have steadily strengthened their position by reserves and the result is that 
they have carried through the unprecedentedly difficult times of the last 
few years without a single bank failure, whereas in the United States 
there have been hundreds, if not thousands, of failures of banks, with 
disastrous results. It is a curious thing that in that land of big combines 
they have never gone in for making their banks big institutions, and they 
have been caught in this time of stress and trial with a multitude of 
small individual concerns, unable to withstand the storm. So that, as 
I say, we have something to be thankful for in the case of our Big Five. 

Mr. J. Stirling Brown, F.C.R.A., F.S.A.A. (Great Britain) : Mr. 
Chairman, my Lord President, ladies and gentlemen, it is the proud 
boast of the accountancy profession that our contribution to the economy 
in which we live is that of efficient service, and if we are sometimes 
accused of being unduly cautious I would remind you that caution is the 
second nature of every accountant and not the monopoly of Scotsmen. 
I should like to endorse every word that has been said by my friend 
Mr. Grierson Macara, and Mr. David Allan Hay — ^both Scotsmen. They 
have emphasised the fact that big amalgamations and combines fail be- 
cause they find it impossible to apply the human touch ; consequently the 
spirit of co-operation and personal interest is absent, and no concern 
can succeed if it is lacking that spirit. Welfare schemes in many cases 
are parochial in essence and pauperising in effect. The employees enter 
into these recreations because they have got to do so, and they are afraid 
they might lose their jobs if they did not. Furthermore, looking at this 
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matter from a national standpoint, I am satisfied that if this country were 
a country of small traders the spirit of confidence would exist between the 
employer on the one hand and the employee on the other. That spirit 
can only exist where the concern is relatively small Then we should 
find that every man in this country had a stake worth living for, worth 
fighting for, and it would create that spirit of happiness that has been 
absent from everj country under the sun since 1914. The only time that 
amalgamation should be considered, in my opinion, is during a time of 
national stress, such as that of 1914. Consequently, Mr. Chairman and 
gentlemen, I would strongly suggest to those accountants who are called 
upon to advise in this matter that they should give their wholehearted 
support to the movement against future amalgamations, and try to 
continue the old-fashioned method of a one-man business if possible, 
or at least a one-man business in spirit and in essence. 

The President : Mr. Chairman, ladies and gentlemen, I would like 
to pay my personal tribute to the excellence of Mr. Hewetson Nelson’s 
paper, and as the time allotted to me is so short you will forgive me if 
my remarks are brief. 

The movement in the industrial world towards so-called combinations, 
which is not new, has in some cases known to me proved eminently 
satisfactory not only to shareholders but to customers, but there are 
others which have failed in not fulfilling the expectations of their origin- 
ators. Failure has generally been due to over-capitalisation, shortage of 
working capital, the merging of units not suitable or necessary for the 
project as a whole, defects of management and want of efficient control, 
and in certain cases through change in public taste, loss of markets 
abroad, and severe competition by imports. Individual businesses, 
however, are not exempt from many of these risks, and not a few of them 
have sunk and disappeared as units. I have known of many cases which 
have proved to be greatly to the advantage of the firms or companies 
taken over. General conclusions on this subject, as on others, have 
their dangers, and the old rule usually applies of each case requiring 
consideration on its merits and being judged by results. That can be 
the only sure test. I dread, as one speaker has suggested, the further 
interference of government with trade and commerce. There is enough 
of that already. 

In paragraph 63 of Mr. Nelson’s paper an extract is made from the Incor- 
porated Accountants' Journal of November 1929, which reads as follows : 
“ When one large company absorbs a number of separate entities, what 
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were probably a dozen audits by different firms of accountants become one 
audit by a single firm/' I venture to say that this assertion is not wholly 
justified. In my own experience I have always done my best to persuade 
directors of large combinations to continue to employ the old auditors 
of individual units, and often with success, though not always. 

The Chairman : Ladies and gentlemen, I now have pleasure in calling 
upon Mr. Hewetson Nelson to reply to the discussion. « 

Mr. Hewetson Nelson : Mr. Chairman, my Lord President, ladies 
and gentlemen, as we have another engagement at seven o’clock it is not 
my intention to reply in detail upon the discussion. I should like, 
however, to acknowledge the references which have been made to my 
paper and to assure all the readers of it that I have appreciated, from the 
first day that I took my pen in hand to write it, the difficulty and delicacy 
of the subject with which I was dealing. I have also appreciated the 
august nature of an International Congress of Accountants, and that that 
was not the platform from which to utter private sentiments which might 
be made public in the wrong manner. I have my views upon certain of 
these aspects. I have seen the problem not merely from the literature 
I have read but from the practical work of being involved in one of the 
big mergers, and I still feel that on the whole, taking things on balance 
and bearing in mind the peculiar times through which we have been 
passing, the particular phase of the merger has in many cases at any rate 
served a very useful end. 

In conclusion, Mr. Chairman, let me assure my friend from Cardiff 
that in addition to reading the report of the Committees I trust I have 
also read, as he will see if he will refer to the bibliography at the end of 
the paper, his own utterances on the subject, which are in an entirely 
opposite direction. 

Let me conclude, Sir, by acknowledging my personal indebtedness to 
the speakers and my particular appreciation of the fact that the Lord 
President of the Congress has spoken in this debate. 

The Chairman : Ladies and gentlemen, I have to announce that the 
session will be reopened at 10 o’clock on Friday morning. Nothing 
remains for me to do but to express my very high appreciation of Mr. 
Hewetson Nelson’s paper, to thank all those who have been so good as 
to enter into the discussion, and more especially to thank them for the 
excellent way in which they have adhered to the time limit. If we had 
only had the same adherence during the day we would have had another 
hour and a quarter to discuss this very important paper, which has been 
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written by a man who, I may say, is a past master of the subject. I 
have very great pleasure indeed in thanking you for your attendance, 
and I am sure that you will have plenty of good food for thought in 
Mr. Nelson’s paper. 

(Adjourned till Friday, 21st July 1933, at 10 a.m.) 

r TOUR OF LONDON 

The ladies accompanying delegates and visitors were taken in the after- 
noon on a tour over the eastern part of London, leaving Grosvenor House 
at 2.30 p.m. The route led through the Strand and Fleet Street to St. 
Paul’s Cathedral, which was visited, and thence via the City to the Tower 
of London, where the Crown Jewels were inspected. The tour ended with 
a visit to Messrs. Peter Robinson, Ltd., where 73 ladies were entertained 
at tea in the Opera Room and shown a fashion parade. 

BANQUET IN GUILDHALL 

A banquet was held in Guildhall on Wednesday evening by kind 
permission of the Lord Mayor and Corporation of London. His Royal 
Highness The Prince George, K.G., was present as the guest of honour. 
The guests were received by Lord Plender and Sir James Martin in the 
Picture Gallery ; in number about seven hundred they included, besides 
delegates, accountants from abroad and members of the sponsoring 
bodies, many distinguished representatives of the Church and State in 
Great Britain, as well as of its professions and commerce. The band of 
His Majesty’s Scots Guards played a selection of music during the evening. 
(For the Programme of the Banquet see Appendix B.) 

Lord Plender, G.B.E., F.C.A. (President) in the chair. 

The loyal toasts having been duly honoured : 

H.R.H. The Prince George, K.G. (who was received with applause) 
said: Lord Plender, your Grace, your Excellencies, my Lords and 
gentlemen, I am very pleased to be here this evening to propose the 
toast of "The Fourth International Congress on Accounting,” 

International business is not made easier by the difficulties arising 
from different languages and currencies, but, so far as accountancy is 
concerned, these difficulties are to a great extent dissipated by the fact 
that the accounts of nearly all the nations are prepared according to 
well-tried and universally used principles. That this is so is indicated 
by the fact that there are here delegates from nineteen different countries. 
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Anyone wishing to trade with another country would probably find that 
no difference in principle exists in the way in which accounts are kept. 

Although this is the first occasion on which your International Congress 
has been held in this country, I hope it will not be the last. (Hear, hear.) 
It does surprise me that this should be only the fourth International 
Congress of the members of your profession. It seems curious that 
accountancy should not have been recognised as a definite profession 
from a much earlier date, similar to the establishment of doctors, lawyers, 
&c. 

From the earliest days of trading, even at the time of the Phoenicians, 
merchants saw the necessity of keeping accounts, and, what is more 
important, of having an expert on figures close at hand to explain to them 
details of their profit or loss on any venture. 

At the present time the necessity for good accountancy and of taking 
the advice of accountants is becoming more and more widely recognised 
— (hear, hear) — so much so that many companies have an accountant as 
a member of the Board. It seems to me that an accountant who is 
employed not as an auditor alone should be regarded as much as a 
necessity to the directing of the company's activities as a general practi- 
tioner is to a large and growing family. The general practitioner watches 
the family as it grows and warns the parents when the distress signals 
appear. (Laughter.) Similarly, the duty of the accountant on the Board 
would be to indicate the treatment necessary if the figures begin to take 
on an unhealthy appearance in any particular part of the business. 

In addition to the helpful services of accountants to companies and 
businesses generally, it seems obvious to me that the assistance of the 
accountant to a private individual is becoming more and more of a 
necessity. Personally, I have my own accounts audited every year in 
order that I may know where I stand. (Laughter and applause.) 

The activities of the accountant cover such a wide sphere that his 
advice and assistance are indispensable to the commercial man. The 
high standard demanded to-day can only be achieved as a result of 
training in order to pass the most searching examinations. Those who 
contemplate entering your profession may hesitate and ask, “ Why 
should I pass such stiff examinations and then have to wait so long 
before I can earn a good living ? " To those I would say that it must 
be remembered that the plums of your profession are of a high standard 
and very remunerative, and should amply repay their hard labours. 
(Hear, hear.) 
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A knowledge of accounts is a necessity in every walk of life. So 
strongly do I feel this that I hope the practice recently instituted of 
giving a boy a grounding in business methods during the last year of his 
school life will be considerably extended and that accountancy will fill 
an important part in this business training. Furthermore, I suggest it 
is necessary that the teachers make themselves fit for this importajit part 
of their work by alftending lectures dealing wdth the practical side of this 
subject, thus amplifying and perfecting the theoretical knowledge to be 
gained from text books. 

The points I have dealt with are not peculiar to this country ; they 
apply with equal force to all countries ; and because of this I consider 
myself privileged to address such a unique gathering of those practising 
the age-old and honoured profession of accountancy. 

In conclusion, I wish every success to the Fourth International Congress 
on Accounting, and I hope that by discussing your various problems in 
a spirit of mutual co-operation lasting benefit will result, not only to 
yourselves personally, but to all the countries which you represent. 

Now, gentlemen, I will ask you to rise with me to drink to the health 
of the Fourth International Congress on Accounting, coupled with the 
names of your Chairman, Lord Plender, and Colonel Montgomery. 
(Applause.) 

(The toast was duly honoured.) 

The President (who was received with applause) said : Your Royal 
Highness, your Grace, your Excellencies, my Lords and gentlemen, 
the recognition of the value of a professional accountant’s work and 
influence is universally accepted, and your Royal Highness’s confirmation 
of this fact gives pleasure and satisfaction to this large and representative 
gathering of delegates and visitors from many nations. 

There are few countries in the world where our services are not available 
and made use of, and as each year passes such services become more and 
more part of a country’s industrial, commercial and financial life. Legisla- 
tion here affecting limited liability companies compels the employment 
of auditors ; but this statutory obligation is not yet common to countries 
outside the British Empire, and the hope of many delegates present is 
that compulsory annual audits of public companies and of corporations, 
as they are sometimes called, will be regarded as a desirable necessity 
by their own Governments. 

The International Congress now sitting aims at securing a free exchange 
of experience and opinions on many of the problems in accountancy 
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which have not only a relation to practice in this country, but have 
international characteristics. They cannot, however, be wholly standard- 
ised, as laws of nations and judicial dicta affecting accounts and auditors 
differ, and the scope of their duties in the countries of the world with 
different conceptions of duty and responsibility do not correspond. But 
there are points of resemblance, and, as far as is practically possible, 
uniformity in main principles should be aimed at. The ruling idea ought 
to be to state facts as closely as they are ascertainable, and this end is 
what we all seek to accomplish ; but sometimes the road to attainment 
is strewed with impediments and the finish is not easy to reach. 

It may interest your Royal Highness to know that the eight sponsoring 
bodies responsible for convening the Congress have a membership of 
25,000 and there are other important bodies in this country the member- 
ship of which numbers some thousands, such as the Institute of Municipal 
Treasurers and Accountants, the Institute of Cost and Works Accountants, 
and the Institute of Bookkeepers, whose functions bear a relationship 
to public accountancy. We do not know the membership of all the 
organised accountant societies throughout the British Empire overseas, 
the United States of America, the Continent of Europe, and the Far East, 
but there must also be very many thousands of them. 

There is, as your Royal Highness has observed, hardly any section of 
the community that does not requisition our services ; and every Govern- 
ment in Great Britain, whatever its political complexion may be, seeks 
our aid in appointing members of our Institutes and Societies to serve 
on Royal Commissions, Departmental Committees, and also in other less 
public ways. This is a testimony to our usefulness and a recognition of 
our help which we greatly appreciate. 

This is not the time or the place to enter into aU the classes of work 
which fall to us to undertake ; but they are surprisingly varied from the 
birth to the burial of companies and from their resurrection to a new and 
enlarged life ; but the illustrations which your Royal Highness has given 
are typical of the comprehensive nature of the duties we fulfil. No pro- 
fession offers more possibilities of useful public service — often onerous 
and carrying heavy responsibilities, but always of absorbing interest 
and not seldom illuminating in their disclosures. 

Rapid as has been our growth in recent years, the profession continues 
to enlarge year by year, notwithstanding the severity of examinations 
before membership can be secured, and we have far from reached the 
limits of its possibilities, which increase as business becomes more intricate 
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and specialised, as case law relating to income-tax extends, as problems 
arise affecting accounts of subsidiary companies, as capital structures 
of companies in distress need revision, and as exchange disturbances and 
restrictions affect the results of trading. 

We know how critically our work is regarded and how much our 
reputation is dependent on its reliability, and how character 9ounts as 
in all other walSs of life ; but, stimulated by your Royal Highness’s 
words and fortified by the confidence of clients and the public, we shall 
strive not to be undeserving of that confidence. 

We meet to-night in the Guildhall by the courtesy of the Lord Mayor 
and Corporation of the City of London — (applause) — and to the delegates 
and visitors from overseas this ancient hall with its wonderful memories 
and its stately monuments must give to them, as it always gives to the 
citizens of London, a feeling of continuity, of pride, and of inspiration. The 
nations of the world, of whom there are many representatives present, 
need to-day more than ever to approach to closer friendly relations, a 
kinship of motives, and a common purpose that is not bounded by 
geographical limits. The contacts of men from ail countries should help 
to harmonise conflicting views, leading to a closer and a better under- 
standing, and, in so far as our own profession is concerned, the Congress 
now sitting will not be found wanting. 

When our visitors return to their own countries after a week of effort 
which the uninitiated public might regard as almost sepulchral in its dismal- 
ness — though relieved at times by spasms of restrained gaiety — we hope 
they will regard us with tolerance which our natural modesty forbids us 
to magnify into hero-worship, and that, after all, we as a people with all 
our faults have a httle genius for friendship. Experience has disciplined 
us. The past with its successes and its mistakes lies behind ; but whatever 
our failures may have been we can with modesty say that we have tried 
to be loyal to the aims and objects which w^ere the guiding principles of 
those who founded the several institutes and societies throughout the 
world to which we belong. The story of the future is untold, but when it is 
unfolded in years to come we of to-day hope that it will be a story of services 
still more extended, of high purposes fulfilled, and of ideals realised. 

We thank your Royal Highness for the great honour you have paid us 
and for your words of encouragement and good wishes for the success of 
the Fourth International Congress on Accounting, and we assure your 
Royal Highness that your visit to-night will long be gratefully remembered 
by all of us. (Applause.) 
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Colonel R. H. Montgomery (who was received with applause), in 
responding to the toast, said : My Lord Chairman, your Royal Highness, 
your Grace, your Excellencies, my Lords and gentlemen, before leaving 
America I heard it whispered around that the word “ debts '' was to be 
tabooed while in Europe. Your Royal Highness may not know it, but 
accountants are quite used to ignoring instructions, and I am tempted to 
ignore this admonition, and transgress, if you will. But1:he debts I want 
to mention are debts of gratitude — (laughter) — gratitude to our hosts, 
our British accounting brethren, for the deep-rooted and sound funda- 
mentals of accounting theory, practice and ethics we have inherited from 
them ; to your Royal Highness for your kind and generous welcome ; 
and to you. Lord Plender, for this festive gathering here to-night. I am 
deeply sensible of the honour which has been accorded in permitting us 
to gather in this historic hall, rich with its atmosphere of traditions, 
and in being greeted by some of Britain's foremost sons. It is a proud day 
for accountants. When we again cross the seas and return to our homes 
we shall carry with us a memory which time will not erase, and one which 
will symbolise the international good fellowship and friendly co-operative 
spirit so manifest here to-night. 

Four years ago it was my privilege to welcome the delegates to the 
Third International Congress on Accounting held in New York. At that 
time we were riding on the crest of the wave of success, which has now 
receded into the far distance, leaving us upon a different level. This four 
years period has been one of stress and strain for most of us, while the 
world has been seeking a means of recovery from its economic ills. We 
have had new lessons to learn, and in the process it has also been necessary 
to unlearn not a few of the old ones. The tracks through the wilder- 
ness of financial and industrial uncertainties which the accountant 
has been required to chart have increased tremendously in number 
and in character of terrain. His responsibilities now embrace fields 
not hitherto envisioned. 

To face successfully these new conditions we now and again need time 
for meditation in order that we may retrace our steps back to the funda- 
mental theories of accountancy and make sure that our newly-trodden 
ways have not become so devious as to obscure the pivotal starting point. 
We could have no better opportunity for such meditation than is now 
presented by this Fourth International Congress. We are assembled here 
in the country in which the practice of accountancy was first developed 
and where it first attained widespread and respected standing. In such 
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an atmosphere and amid such traditions our deliberations will be carried 
on under the most favourable and happy auspices. 

It is an honour, a privilege, and a pleasure to attend this Fourth Inter- 
national Congress on Accounting. I had some part in the first Congress 
in St. Louis in 1904 ; in Amsterdam in 1926, and in New York in 1929, 
Not one of them would have been a success had it not been for the British 
attendance and participation. When we very properly speak of the 1904 
Congress held in St. Louis as the First International Congress on Account- 
ing we must not forget that it was a British accountant — George Wilkinson 
— ^who first thought of it, who organised it, and who made it a success. 
Perhaps he was influenced by the land of his adoption, but those of us 
who knew and loved him weU recall that he never lost his pride in British 
traditions which he so well exemplified. In the years immediately follow- 
ing, Sir Arthur Dickinson was a tower of strength in directing the ethics 
and practice. He is here this evening. (Applause.) 

I am not sure that in St. Louis and in New York the British delegates 
always wanted to attend the almost continuous and highly technical 
sessions usually held in terrifically hot weather (and they always wore 
too many clothes), but they were such thoroughly good sports that they 
never dreamt of letting their hosts down. Their energy and interest were 
unbounded. They discussed every subject. They were always sure that 
they were right, and sometimes they were ! I am afraid that the delegates 
and visitors at this Congress will not do half so well, but we do not have 
their reputation to sustain. 

I have come to the conclusion that a nation is great in direct proportion 
to the number of professional accountants within its borders. Go to any 
place you like in the world, and there you will find the British accountant. 
Visit England, and you will find him represented in all that has made 
Britain great. And this goes on even though you have a most terrible 
climate and you wear too many clothes in hot weather. 

There may be an over-production of pretty much everything through- 
out the world, but there has been no over-production of professional 
accountants in England or in the United States. 

It is not surprising that the World Economic Conference is about to 
adjourn. Their problems, national and international, as they saw them, 
were insoluble, but they would have been more nearly solved if account- 
ants had been permitted to resolve all questions into debit and credit. 
England would be proud of the result. You have more and bigger credits 
than you have debits. Your debits are so few and so small that we hardly 
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bother to mention them. Although I should refer to the corrections you 
made in the spelling of some of the words in our papers, I am sure that 
you are wrong, but all I did was to moan softly to myself and let it go at 
that. The balance of these debits and credits in your favour would be so 
large that it would astonish you, even though you have an extremely good 
opinion of yourselves 1 

Internationalists are not popular to-day. Trade an(? race barriers and 
prejudices are being built up faster than they are being torn down. 
Accountants have had no part in their building up ; they would like to 
have a part in the tearing down. They could settle the question of cur- 
rencies, tariffs, war debts, and reparations by again applying their in- 
exorable principles of debit and credit. It is hardly necessary to prophesy 
how England would come out in the balance. You would not need to 
have a single British accountant to make, nor to audit, the entries. You 
could choose the accountants by lot from any country in the world, and 
the result would be the same. The honour and the integrity of the British 
nation, as carried round the globe by the British accountant, have left 
an indelible impression of fairness, honesty and righteousness, and as you 
have dealt with others so others will deal with you. 

All over the world the British accountant has been found — and for what 
purpose ? It has been to seek the truth, and when it is known that what 
you want is the truth, the whole truth, and nothing but the truth, the 
seeker of the truth justly acquires a reputation for fair play and honesty 
in his dealings with his fellow men. 

This truth I have referred to has dealt chiefly with production, distribu- 
tion and consumption of tangible rather than intangible things ; but when 
the British went on decade after decade striving to ascertain nothing but 
the truth in respect of tangible things, it becomes easy to understand why 
it is that in what we call the finer things of life — religion, the arts, sciences, 
politics — the British have sought and still seek the truth. They do not 
believe that any living man has a monopoly of brains or genius, but that 
the human race is still so fallible that we must keep on seeking the truth 
about every subject until we find it, and that in the meantime we must 
have open minds. 

I have said that all over the world you find the British accountant. 
You can always tell a British accountant, but you can’t tell him much ! 

May the British accountants continue to carry the proud banner of 
Britain throughout the globe and continue to give us, who live in better 
climates and who wear fewer clothes in the summer-time, an example 
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of high thinking at all times, courage when it is most needed, and friend- 
ship which is as genuine and as tight and as right as your little island 
has been and always will be. 

We thank you for your cordial greetings and for your boundless 
hospitality. Our respect and affection for British accountants, which 
needed no acceleration, nevertheless has been broadened and strengthened. 
We hope to come «Lgain. (Applause.) 

The Vice-President (who was received with applause), said : Your 
Royal Highness, your Grace, your Excellencies, my Lords and gentle- 
men, I think I am somewhat entitled to your sympathy, because what- 
ever I have to say is limited to the Fourth International Congress on 
Accounting, and you have already heard on this subject His Royal 
Highness, my Lord in the chair, and Colonel Montgomery ; but I am 
cheered by this fact, that, on behalf of the sponsors of the Fourth Inter- 
national Congress on Accounting in England and Wales, in Scotland, 
and in Ireland, I have both the honour and the pleasure of submitting 
for your cordial acceptance the toast of The Guests.'’ (Applause.) 

Twenty-nine years have passed since, on a very hot September night, 
at St. Louis, U.S.A., I responded with a valued English colleague to a 
similar toast, which I recollect was drunk with enthusiasm, somewhere 
about two o’clock in the morning. Of those who were at that, the first 
international gathering of accountants, eight are here to-night, two as 
hosts and six as guests. With the name of one of the latter I propose in 
a few moments to associate the toast. At the banquet of 1904 there were 
119 hosts and guests, including ladies. Here to-night we number about 
700, but, alas ! the ladies are absent, as even this Guildhall could not 
accommodate all who desired to be present. 

As one of the senior citizens of this great City, it is a great joy to me 
* that the Lord Mayor and Corporation have so kindly and graciously 
allowed us to gather here on this interesting occasion. Although this 
historic building cannot claim a longer record than five hundred years, 
it is a fact that the site of the ancient Guildhall on the land adjoining has 
been consecrated to civic government for more than a thousand years. 
It is here that English liberty has been gradually evolved by the citizens, 

■ and it is here that we shall ever protect the inheritance of which we are 
so proud. (Applause.) 

Our guests to-night must be divided into two sections — those who from 
twenty-three countries, including the overseas Dominions of the British 
Empire, have accepted our invitation to come to Great Britain and 
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Ireland, and those distinguished in every walk of life, headed by His 
Royal Highness, who have honoured the accountants of the world by 
coming here to meet and welcome them. Among these distinguished men 
is His Grace the Lord Archbishop of York. (Applause.) That beautiful 
service which was held in Westminster Abbey at the opening of the 
CongressS, by the kind permission of the Dean, reminded us that we 
accountants are the custodians of the great principles of mutual trust. 
All of us will be glad of the opportunity of hearing His Grace respond to 
this toast. 

For our guests from other lands I am going to ask my friend of twenty- 
nine years' standing, Mr. E. Van Dien of Holland, to reply. Mr. Van Dien 
was, as I have already indicated, a delegate to the First International 
Congress, and the President of the Second Congress, held in Amsterdam. 

To all those who have come to our shores I desire to express our earnest 
wish in ancient language : '' Peace be within thy walls, and plenteousness 
within thy palaces. For my brethren and companions' sakes, I will 
wish thee prosperity." (Applause.) 

His Grace The Archbishop of York, P.C. (who was received with 
applause), repl 5 dng to the toast, said : My Lord President, your Royal 
Highness, your Excellencies, my Lords and gentlemen, those who have 
had the arrangement of the programme of this Congress have indeed 
conferred upon me a very signal honour. Not only was I allowed to 
speak at that most impressive service in Westminster Abbey, to which 
allusion has just been made, but you have singled me out — and you will 
shortly discover how appropriately — to reply to the toast on behalf of 
the guests on this occasion ; at least, for those of them who reside in these 
islands ; appropriately, because I am indeed one of those whose financia] 
state needs careful watching. (Laughter.) I do not know what may be 
the condition of His Royal Highness's accounts when the accountant to 
whom he refers presents his report ; but I know that my own way of 
doing my accounts is to add them up and then to add them down, and then 
to take the difference between the two results. (Laughter.) That I 
find to come near enough for all practical purposes — (laughter) until I 
receive further information from a banker or someone else learned in the 
low arts of arithmetic. 

On that other occasion I ventured to refer to accountants as the 
custodians of the mutual trust and of the integrity of industry and 
commerce, a most sacred function and a function rendered all the more 
important and in some respects all the more difficult by a paradox which 
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is inherent in the nature of industry and commerce — I mean that the 
method, at any rate as we are familiar with it, is in a high degree com- 
petitive, and it must appear very often to those who are engaged in these 
occupations that they are engaged in a perpetual attempt to get the 
better of someone else if they can — (laughter) — whereas they know quite 
well in their hearts that industry and commerce only flourish wLen the 
benefit of all parties concerned is really served. (Hear, hear.) Commerce 
does not prosper when one of the partners to a transaction secures a 
benefit at the cost of the other. It flourishes only when there is a benefit 
to both partners as the result of their mutual transactions. (Hear, hear.) 
And the same thing is true of industry, with the financial aspects of which 
you are so intimately concerned. Our reformers sometimes tell us that 
there ought to be public services, co-operative schemes, conducted for 
the public benefit, but it never is anything else. People may practice, 
as it were, something else, but it can never be anything else ; it only 
exists to serve the public ; for it is only if the public wants its produce 
that it can go on at all, and it can only go on so long as the various factors 
within it are co-operating with one another. The fact is, of course, that 
these two apparently alien principles of competition and co-operation can 
be wrapped up in one another to any extent you like. 

Our visitors from overseas are aware that in this country we are much 
addicted to games that are played between teams. I will not say any- 
thing of the main summer occupation of our islanders, because my views 
on that subject would be unpopular. (Laughter.) I have a feeling that 
if only it had been developed on the principles of tip and run, cricket 
once had the makings of a game. (Laughter.) But as that great op- 
portunity was neglected it has developed into an occupation. (Renewed 
laughter.) There is a game we play in winter called football, and if it 
were the kind of game that it ought to be there would be thirty players 
— (laughter) — all of whom are co-operating for the fun of the game ; and 
the way that they have co-operated for the fim of the game is for fifteen 
of them to compete against the other fifteen, while at the same time each 
individual is competing -with his fellow members of the team to be the 
best co-operator in the process of competition for the sake of the game. 
(Laughter.) 

I want to submit to you that if you can wrap up these principles with 
one another, like that in a mere game, you need not suppose that anything 
as complicated as industry or commerce has got to be either purely com- 
petitive or purely co-operative ; it is likely to be done on a large scale ; 
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but in the case of the game it makes all the difference in the world which 
is uppermost ; because if the co-operative spirit is uppermost you are a 
good sportsman who would rather be defeated in a good game than win 
a walkover ; whereas if the competitive spirit gets uppermost you get 
the kind of team who play only to win, and who will do any dirty trick 
that the referee will let them. (Laughter.) 

One of your great functions is to set a limit beyond which those who 
have not got the co-operative spirit in industry and commerce shall not 
be allowed to step, so that the whole credit of the structure of these great 
human activities may not be imperilled. But even where players are 
good sportsmen the referee is still wanted, for it is impossible for those 
who are engaged in the process of the game always to see perfectly well 
when the rules are being kept, even though there is the utmost intention 
to keep them, and a player may very well be off side without knowing it. 
(Laughter.) 

Well, it is in some such way as that that those of us who are outside 
your mysteries and do our own accounts, in the way which I have already 
described as my own habit, regard your functions in the civilised world, 
and, consequently, our gratitude, which is most sincere for your hospi- 
tality this evening, is mingled with the gratitude for a profound service 
to the welfare of mankind. (Applause.) 

Mons. E. Van Dien (who was received with applause) said : My Lord 
President, your Royal Highness, your Grace, your Excellencies, my Lords 
and gentlemen, I am much honoured by the invitation to answer to the 
toast of '' The Guests,'" and I thank Sir James for the friendly manner 
in which he has introduced my name in this connection. 

It is very difficult, especially for a foreigner, to find new adjectives to 
express the admiration we all have for the manner in which British 
colleagues entertain their guests. I therefore might be allowed to tell 
you something like a fairytale that happened to me during this Congress. 
I have the great favour to have my wife with me during these days, and, 
as a matter of course, one of the subjects we discuss is : What dress she 
should wear at the different festivities she is invited to attend. We 
always agree in these matters, as she always wears the dress she thinks 
fit. Now, on one occasion it was agreed that she was going to wear a 
black dress, that she would put on some flowers, and it was agreed that 
it would be pink carnations ; and at the moment that I went to the tele- 
phone to order the carnations there was a knock at the door, and a boy 
brought a box for Mrs. Van Dien, containing pink carnations with the 
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compliments of the Executive Committee. Now, the only thing that we 
said to each other was : This is like a fairy-tale ! It is quite British ! 
They don't say much, but they do, and they do excellently." 

May I once more thank you in the name of the guests and for myself 
for the splendid entertainment of this evening, and for the opportunity 
you give me to express these thanks. 

I finish with the words of my friend Montgomery : We hope to come 
again. (Applause.) 

“ The Chairman " 

The Marquis of Reading, P.C., G.C.B., G.C.S.I., G.C.I.E., G.C.V.O. 
(who was received with applause , said : Your Royal Highness, your 
Grace, your Excellencies, my Lords and gentlemen, you have had a 
series of excellent speeches, and the only excuse that I offer for making 
a speech at this moment is that it is to propose a toast which I am per- 
fectly certain will be received by you with acclamation, and that is the 
toast of your President, Lord Plender. (Applause.) Good wine needs 
no bush, we learn. I saw it quite recently corrected by the Prime 
Minister, who told us that good wine needs good bush ; but then he was 
speaking at an advertising convention. (Laughter.) 

In this society, amongst all of you, it is really hardly necessary for me 
to say a word about Lord Plender. I have had a long friendship with him. 
A long association over many years in different capacities impels me just 
to keep you for some three or four minutes, and no more, at this time of 
night. I thought I knew much of what Lord Plender had done during 
his very busy life, but I looked in Who's Who," as some of you may have 
done when you have had the honour of proposing a toast, and I found 
such a record that I was absolutely staggered. I knew much of what 
Lord Plender had done, but I certainly had no conception of the many 
posts that he had filled, both international and national. This I did 
know, that he stands very high in the estimation of his country. (Applause.) 
His position in the world of accountancy is illustrated by his presence 
here this evening by his Presidency over this great Congress. 

I was glad indeed to learn from him during his speech that this Congress 
with all its difficulties, is going to prove successful. That is not always 
the fate of International Conventions. (Laughter.) We are glad that 
at this moment this Conference is successful, as it was almost certain to 
be with Lord Plender at its head. 

I have listened to-night to much which has been said about the pro- 
fession of accountancy, and especially from your Royal Highness when 
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you said that, in these days particularly, it is so eminently desirable that 
our young men should have the opportunity of studying and of obtaining 
at least some knowledge of accountancy. As to whether to debit an 
item to capital or revenue, whether it should be debited to obsolescence, 
or whether it should be brought in as a special expenditure on maintenance ; 
as to whether an item could properly be carried to suspense account and 
written off during a number of years instead of being taken straight 
away from the revenue account of that year — (laughter) — all those are 
questions into which we will not enter to-night ; but, my Lord Plender, 
may I say, after a very long experience of your profession and of you, 
an experience in various capacities which I have had to fill, I feel that it 
is on the integrity of purpose of accountants, the character of the men, 
that we depend for the confidence that we place in our accountants and 
the trust that is generally reposed in them. I know very well the kind 
of pressure and arguments that may sometimes be used, particularly in 
difficult years, when the balance sheet comes to be drawn up ; but the 
accountant who is worthy of his profession stands firm, resists the argu- 
ments and withstands the pressure if he is convinced that he is right, and, 
notwithstanding all that may happen, insists upon stating the truth 
in his certificate. That is the reason why accountancy stands so high 
with us. 

And now, my Lord President, I must say no more about you, because 
I was fully determined that I would not keep you here until two o'clock 
to-morrow morning, as was evidently the case at one assembly of this 
kind, but that I should content myself with making just these few ob- 
servations, conscious as I am of the pleasure that we all feel in drinking 
to the health of him who was distinguished only, I think, some two years 
ago by His Majesty the King by being raised to the Peerage as a mark 
of appreciation of his public services during his life and of the character 
which he had displayed throughout. 

I give you the toast of Lord Plender. (Applause.) 

(The toast was duly honoured.) 

The President, in reply, said : The noble Marquis in proposing 
my health has shown that kindness of heart in his references to me 
which is so characteristic of his generous nature. I shall long remember 
his words to-night, and I thank him, as an old friend, for all he has Scdd, 
and I also thank this great audience, drawn from many countries, for 
the warm reception given to the toast. 

Whilst at the Bar and throughout his long and devoted life to the in- 
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terests of his country, Lord Reading has always been ready to recognise 
the little efforts which others make in public service and for their pro- 
fession, and to overlook their shortcomings, which in my case are many. 

He belongs to that great profession of the law — the guardians 
of liberty — ^whose members are among our best friends. There is a 
Common Law upon which has been built the structure which holds for 
the English-speaking races a conception of justice that nothing can shatter, 
and there is a law of nations which Justinian says is that which natural 
reason appoints for all mankind because all mankind uses it. There should 
be no boundary between nations in a common devotion to right, and in 
our profession, as in the law, there are principles which everyone en- 
gaged in its pursuit the world over should observe in trying to arrive at 
truth. We all have some ideal to guide us, some goal we wish to reach, 
and if we strive and seek, we shall find. (Applause.) 
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There were no Congress Sessions on Thursday, which was devoted to the 
social side of the programme. All members of the Congress were given a 
choice of a number of excursions, of which a brief report follows. 

LORD AND LADY PLENDER^S GARDEN PARTY 
Lord and Lady Plender gave a Garden Party at their country house at 
Ovenden, Sundridge, Kent, from 3.30 p.m. to 6 p.m. About 250 guests, 
who travelled down either by motor coach or private car, were received by 
their host and Lady Plender on the lawn immediately in front of the 
house. The band of the Royal Air Force played during the afternoon and 
the guests had an opportunity of viewing the grounds, including the 
typical English flower and rock gardens. 

VISIT TO WINDSOR CASTLE 

A special train left Paddington at 9.5 a.m., taking a party of about 150 
to Windsor, where they arrived soon after 9.30 a.m. They walked from 
the station to the Castle, where they were shown over the State Apart- 
ments. The return to London was made by special train, and the party 
proceeded, on their arrival at 12.20 p.m., to Grosvenor House for luncheon, 
at which Councillor F. Wilson, J.P., F.C.R.A., presided. 

VISIT TO HAMPTON COURT PALACE 
The visit to Hampton Court Palace was made by a party of 45, who 
journeyed there by motor coach from Grosvenor House. On arrival the 
visitors were shown over the Palace and grounds, and those who wished 
were able to inspect the Royal apartments. Luncheon was served at 
Hatchett's, when Mr. Percy H. Walker, F.S.A.A., presided, 

VISIT TO THE PORT OF LONDON 
A party of about a hundred selected the trip down the Thames. They 
were fortunate in being accompanied by Mr. Haworth, chief accountant 
to the Port of London Authority, and by Mr. E. K. Holmes, assistant 
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publicity officer, and the journey was made on the S.S. St, Katharine,'' 
kindly lent for the occasion by the Port of London Authority. Starting 
fiom Tower Pier at 9.45 a.m., the S.S. “ St. Katharine " proceeded down 
the river to Tilbury, where the company disembarked for luncheon at the 
Tilbury Hotel, after inspecting the Baggage Hall. Mr. John Myers, F.C.A., 
presided, and expressed the thanks of the company to the Port of London 
Authority for the excellent arrangements made. Mr. Haworth replied 
briefly. 

The return journey commenced about 2.15 p.m. and during its course a 
visit was paid to the King George V, the Royal Albert and the Royal 
Victoria Docks, which comprise the largest sheet of enclosed dock water 
in the world (245 acres), and provide twelve and three-quarter miles of 
quays. Tea was served on board and the trip ended at Tower Pier at 
6.15 p.m. 

VISITS TO OXFORD AND CAMBRIDGE 

Parties of approximately 60 visited Oxford and Cambridge, travelling 
in each case from London by train. At Oxford visits were paid to Magdalen 
College, also to St. John's College, the Sheldonian Theatre, the Bodleian 
Library and St. Mary's Church before luncheon, which was served in the 
Hall of New College by kind permission of the Warden and Fellows. Dr. 
Walter Reid, C.A., F.F.A., presided. After luncheon, motor coaches again 
conveyed the visitors to other Colleges. Tea was served on the train during 
the return journey to London. 

At Cambridge, Peterhouse was first visited, and afterwards King's 
College, the Senate House, Clare College and Trinity Hall. Mr. W. Bertram 
Nelson, A.S. A. A., presided at luncheon, which was served in Trinity College 
by kind permission of the Master and Fellows. A drive round Cambridge 
completed the programme, and the party then took train for London, on 
which tea was provided, 

GOLF COMPETITION 

A golf competition was held at Moor Park (by the courtesy of Moor 
Park Golf Club), for which 71 entries were received. The Medal Competi- 
tion was played on the High Course, and the Bogey Competition on the 
West Course. 

In the Medal Competition, Mr. K. N. Graham, playing from a handicap 
of eleven, returned the net score of 69 to win first prize, being one stroke 
better than Mr. A. K. Gibbs who, playing from fourteen, had a net score 
of 70. 
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Mr. Eric Dexter and Mr. R. S. Mays-Smith both returned 77 gross, 
which constituted the best score of the day for the Scratch Prize. Mr. 
Mays-Smith had a score of 39 over the first nine holes against Mr. Dexter's 
41 and was, therefore, awarded the prize. Mr. Eric Dexter won the prize 
for the lowest net score over the last nine holes. 

In the bogey competition, Mr. Andrew Stewart, who was a delegate from 
U.S.A., played excellent golf from a handicap of ten and returned eight 
up on bogey, having used only four of his strokes in the round. This score 
easily won the first prize and the runners-up were Mr. C. Brov/ning and Mr. 
C. E. M. Emmerson, who both returned two up. The latter had the best 
return over the first fourteen holes and took second prize. 

The prizes, the gift of Lord Plender, were presented to the winners by 
Lady Plender at the Ball on Friday evening. 


PRIVATE DINNER PARTIES 

Members of the Executive Committee and others entertained delegates 
and visiting accountants with their ladies at dinner in the evening. The 
following invitations were issued : — 


By Lord and Lady Plender 

Colonel and Mrs. R. H. Mont- 
gomery (U.S.A.) 

Mr. and Mrs. Aoidrew Stewart 
(U.S.A.) 

Mr. and Mrs. J. Parton and Miss 
Parton (Canada) 

Herr Dr. W. Voss (Gennany) 

M. and Mme. G. W. Frese (HoUand) 

By Sir James and Lady Martin 
Mr. and Mrs. John Hyde (Canada) 
Mr. and Mrs. John W. Ross 
(Canada) 

M. and Mme. E. Van Dien (Holland) 
M. M. Tolfsby (Norway) 

Mr. C. B. Martin (South Africa) 

M. le Capitaine K. Haanes (Norway) 


By Mr. and Mrs. R. Wilson 
Bartlett 

Mr. and Mrs. J. Berg (U.S.A.) 

Mr. and Mrs. H. R. Clark (Canada) 
Comm. Dott. Alfredo Selvi (Italy) 

By Mr. and Mrs. Harold Barton 
Mr. and Mrs. G. S. Olive (U.S.A.) 
M. and Mme. 0 . Breuner (Denmark) 
M. and Mme. R. Martin (France) 

By Hon. George and Lady 
Cynthia Colville 

Herr and Frau. H. W. Mueller 
(Germany) 

M. and Mme. J. P. Strobel (Den- 
mark) 

M. and Mme. M. Barbut (France) 

M. H. Sen^chal (France) 

M. and Mme. E. Thorsen (Norway) 
Miss Kathiyn Sagal (U.S.A.) 
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By Mr. and Mrs. A. E. Cutforth 

Mr. A. L. Crampton Chalk (Canada) 
Herr M. Schwoon (Germany) 

Sehor R. Casas Alatriste (Mexico) 
Mr. J. F. Welch (U.S.A.) 

Mr. Welch, Junr. (U.S.A.) 

Mr. and Mrs. R^K. Hardy (Great 
Britain) 

Fraulein J. Schmidt (Germany) 

Mr. A. J. Walker (Canada) 

Sig. Francesco Solitti (Italy) 

By Mr. and Mrs. E. Cassleton 
Elliott 

Mr. and Mrs. J. F. Forbes (U.S.A.) 
Mr. and Mrs. J. G. Carter (South 
Africa) 

Mr. H. W. Buckingham (Great 
Britain) 

Miss Joan M. Elliott 

Mr. D. M. Muir (Great Britain) 

Herr W. Dueling (Germany) 

M. le Drs. A. Robles (Holland) 

Miss Rutherford Williamson 
(Canada) 

By Mr. and Mrs. A. A. Garrett 

M. and Mme. P. Draganescu Brates 
(Roumania) 

Dr. K. Fujimoto (Japan) 

Herr Dr. Egon Singer (Germany) 

By Mr. and Mrs. H. L. H. Hill 

Mr. and Mrs. A. S. Banks (U.S.A.) 
Miss Banks (U.S.A.) 

Mr. M. 0. HaskeU (Canada) 

M. A. Roche (France) 

M. and Mme. R. A. Dijker (Holland) 
M. Dijker, Junr. (Holland) 

M. O. Jelf (Sweden) 

M. C. De Regt (Holland) 


By Mr. and Mrs. H. G. Howitt 

M. and Mme. H. Andersen (Den- 
mark) 

M. Capitaine Lokkegaard (Den- 
mark) 

M. and Mme. R. Joliet (France) 

Mr. E. H. Griswold (U.S.A.) 

M. and Mme. A. Holban (Rou- 
mania) 

M. and Mme. L. Retail (France) 

By Mr. and Mrs. Thomas Keens 

Mr. A. F. Fedde (U.S.A.) 

M. and Mme. C. Jespersen (Den- 
mark) 

M. L. T. Bohlin and Mile. Bohlin 
(Sweden) 

Mr. Edward Marriott (Australia) 
Herr Dr. W. Schiffmann (Germany) 

By Mr. and Mrs. Harold F. Kemp 
& Mr. William Cash 

Mr. and Mrs. Maurice E. Peloubet 
(U.S.A.) 

Mr. and Mrs. W. A. Staub and Miss 
Staub (U.S.A.) 

M. K. Augsten (Czechoslovakia) 
Herr G. Schulze (Germany) 

M. le Prof. G. L. Trancu lasy (Rou- 
mania) 

M. T. Sjoaker (Sweden) 

M, and Mme. C. Sommerschild 
(Norway) 

Mr. W. H. Stalker (Great Britain) 
Mr. and Mrs. R. W 3 mne Bankes 
Mr. D. A. R. Kemp 

By Sir Basil and Lady Mayhew 

Mr. and Mrs. H. A, Hatheld (U.S.A.) 
M. S. Wojciechowski (Poland) 

M. and Mme. J. Polak (Holland) 

Mr. H. Jackson (Roumania) 
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By Mr. and Mrs. Henry Morgan 

Mr. and Mrs. A. C. Upleger (U.S.A.) 
Miss Upleger (U.S.A.) 

M. and Mme. P. Klijnveld (Holland) 
Herr Dr. G. F. Horn (Germany) 

Mr. and Mrs. Rutherford William- 
son (Canada) 

Mr. J. R. W. Alexander 

By Mr. and Mrs. Charles Reid 

Mr. and Mrs. R. H. Butler (Aus- 
tralia) 

By Mr. and Mrs. R. Stanley 
Stokes & Mr. and Mrs. A. H. Muir 

M. R. Bes de Berc (France) 

M. and Mme. E. Buriat (France) 

M. and Mme. D. N. Butculescu 
(Roumania) 

Mr. and Mrs. E. E. Mills (Great 
Britain) 

M. S. Stefanescu (Roumania) 

Mr., Mrs. and Miss Rittenhouse 
(U.S.A.) 


By Sir Nicholas and Lady 
Waterhouse 

Mr. and Mrs. D. Himmelblau 
(U.S.A.) 

Lieut.-Col. H. D. Lockhart Gordon 
and Mrs. Gordon (Canada) 

Herr K. Fritz Spohn (Austria) ' 

M. W. T. J. Abbema (Holland) 

M. K. Elfborg and Miss Jean Gibson 
(Sweden) 

By Mr. F. Wilson 

Herr Curt Taubert (Germany) 
Sehor and Sehora A. Chavero 
(Mexico) 

Sehor J. Ibarrola (Mexico) 

Mr. and Mrs. F. W. Sharp (Canada) 
Herr Hans Weickert (Germany) 
Herr Reinold Weickert (Germany) 




FRIDAY, 21st JULY, 193i 

Morning Session 


Chairman: Mr. H. L, H. HILL, F.C.A. {President of the Institute 
of Chartered Accountants in England and Wales). 

Honorary Chairman: Mons. HONORE SENECHAL (France). 

PAPERS 

‘'The Auditor’s Responsibility in Relation to Balance Sheets 
and Profit and Loss Accounts ” 

From the British Point of View 
Mr. Henry Morgan, F.S.A.A. 

From the Continental Point of View 
Dr. Wilhelm Voss 

From the American Point of View 
Col. Robert H. Montgomery, C.P.A. 






Mr. H. L. H. hill, M.A., F.C.A, 

President of 

The Institute of Chartered Accountants in England and Wales 


{Fhoto by Elliott & Fry 



THE AUDITOR’S RESPONSIBILITY IN RELATION 
TO BALANCE SHEETS AND PROFIT 
AND LOSS ACCOUNTS 

THE BRITISH POINT OF VIEW 

BY 

Henry Morgan, F.S.A.A. 

The accountancy profession in Great Britain has developed rapidly 
this century in the scope of its activities and the extent of its re- 
sponsibilities. There is, however, no aspect of the professional 
accountant's work which carries heavier responsibility and presents 
greater difficulties than his duties as auditor of joint-stock com- 
panies. There has been- an enormous expansion in joint-stock 
company practice during the last thirty years, as is demonstrated by 
the great increase in the number of companies and shareholders. 
There exists to-day a far larger number of great industrial and 
commercial combinations, with tens of thousands of shareholders, 
and this, coupled with the rapid extension of the holding and sub- 
sidiary company principle, has further increased the difficulties of 
auditors of public companies. 

Companies Act, 1862 : Optional Account and Audit Provisions 

Under the Companies Act of 1862, which applied to Great Britain 
and Ireland, it was not obligatory for a company to appoint an 
auditor, and the Act contained no clauses as to balance sheets, 
accounts or audit, except the optional provisions concerning ac- 
counts and audit in Table A," being the First Schedule to the Act. 
Although any company could thus reject any or all of such provisions, 
it was customary for companies of any size or importance to provide 
by their regulations for the appointment of auditors, the audit of 
their accounts and the certification of their balance sheets. The 
auditor's duties at that time were set out in Clauses 83, 92 and 94 of 
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Table A/' which read as follows, and may be regarded as having 
been based upon correct practice : — 

(83) Once at the least in every year the accounts of the company 
shall be examined, and the correctness of the balance sheet ascer- 
tained, by one or more auditor or auditors. 

(92) Every auditor shall be supplied with a copy of the balance 
sheet, and it sball be his duty to examine the same, with the accounts 
and vouchers relating thereto. 

(94) The auditors shall make a report to the members upon the 
balance sheet and accounts, and in every such report they shall 
state whether, in their opinion, the balance sheet is a full and fair 
balance sheet containing the particulars required by these regula- 
tions, and properly drawn up so as to exhibit a true and correct view 
of the state of the company’s affairs and in case they have called for 
explanations or information from the directors, whether such explana- 
tions or information have been given by the directors, and whether 
they have been satisfactory ; and such report shall be read, together 
with the report of the directors, at the ordinary meeting. 

Companies Act, 1879 : Provisions for Audit of Accounts 
OF Banking Companies 

The Companies Act of 1879 contained provisions relating to the 
audit of the accounts of banking companies. With this restricted 
exception, no Companies Act until the year 1900 contained obligatory 
provisions as to balance sheets, accounts or audit. Between the 
years 1879-1900 however, a number of important cases came before 
the Courts relating to the duties, obligations and responsibilities of 
auditors. The judgments given went far to settle the principles by 
which auditors should be guided and their actions judged and had no 
little influence on subsequent legislation. 

Mr. Justice Lindley on the Duties of an Auditor, 1895 

The most important case was that of The London & General Bank, 
Ltd.^ in the Court of Appeal in 1895. In a memorable judgment, 
quoted ever since, Mr. Justice Bindley laid down the principles 
which should govern an auditor in the discharge of his duties and it 

* In re London & General Bank (No 2) (1895, 2 Ch. 673). 
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is generally agreed that these principles hold good at the present time. 
It was held that an auditor is guilty of misfeasance who, when dis- 
satisfied with the accounts of a company, does not plainly draw 
attention in his report to the grounds for his dissatisfaction. From 
the judgment, which was a long one, I have extracted the following 
parts dealing generally with the duties, obligations 3ind responsibihty 
of the auditor : — 

It is no part of an auditor's duty to give advice, either to directors 
or shareholders, as to what they ought to do. An auditor has nothing 
to do with the prudence or imprudence of making loans with or 
without security. It is nothing to him whether the business of a 
company is being conducted prudently or imprudently, profitably or 
unprofitably ; it is nothing to him whether dividends are properly or 
improperly declared, provided he discharges his own duty to the 
shareholders. His business is to ascertain and state the true financial 
position of the company at the time of the audit, and his duty is con- 
fined to that. But then comes the question : How is he to ascertain 
that position ? The answer is : By examining the books of the 
company. But he does not discharge his duty by doing this without 
inquiry and without taking any trouble to see that the books of 
the company themselves show the company's true position. He must 
take reasonable care to ascertain that they do. Unless he does this, 
his duty will be worse than an idle farce. Assuming the books to be 
so kept as to show the true position of a company, the auditor has to 
frame a balance sheet showing that position according to the books, 
and to certify that the balance sheet presented is correct in that sense 
But his first duty is to examine the books, not merely for the purpose 
of ascertaining what they do show, but also for the purpose of 
satisf5dng himself that they show the true financial position of the 
company. This is quite in accordance with the decision of J. Stirling 
in The Leeds Estate Co. v. Shephard, in 36 Chancery Division, page 802. 
An auditor, however, is not bound to do more than exercise reasonable 
care and skill in making inquiries and investigations. He is not an 
insurer ; he does not guarantee that the books do correctly show the 
true position of the company's affairs ; he does not even guarantee 
that his balance sheet is accurate according to the books of the com- 
pany. If he did he would be responsible for error on his part, even if 
he were himself deceived without any want of reasonable care on his 
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part — say, by the fraudulent concealment of a book from him. His 
obligation is not so onerous as this. 

'' Such I take to be the duty of the auditor ; he must be honest — 
that is, he must not certify what he does not believe to be true, and 
he must take reasonable care and skiU before he believes that what he 
certifies is true. • 

'' What is reasonable care in any particular case must depend upon 
the circumstances of that case. Where there is nothing to excite 
suspicion, very little inquiry will be reasonably sufficient ; and 
in practice I believe business men select a few cases haphazard, see 
that they are right, and assume that others like them are correct also. 
Where suspicion is aroused more care is obviously necessary, but 
still an auditor is not bound to exercise more than reasonable care 
and skill even in a case of suspicion ; and he is perfectly justified in 
acting on the opinion of an expert where special knowledge is required. 


'' The balance sheet and certificate of February 1892 (that is, for 
the year 1891) was accompanied by a report to the directors of the 
bank. Taking the balance sheet, the certificate and report together, 
Mr. Theobald stated to the directors the true financial position of the 
bank, and if this report had been laid before the shareholders, Mr. 
Theobald would have completely discharged his duty to them. 
Unfortunately, however, this report was not laid before the share- 
holders, and it becomes necessary to consider the legal consequences 
to Mr. Theobald of this circumstance. 

A person whose duty it is to convey information to others does 
not discharge that duty by simply giving them so much information 
as is calculated to induce them or some of them, to ask for more. 
Information and means of information are by no means equivalent 
terms. StiQ, there may be circumstances under which information 
given in the shape of a printed document circulated amongst a large 
body of shareholders would, by its consequent pubhcity, be very 
injurious to their interests, and in such a case I am not prepared to 
say that an auditor would fail to discharge his duty if, instead of 
pubHshing his report in such a way as to ensure publicity, he made a 
confidential report to the shareholders, and invited their attention to 
it, and told them where they could see it. The auditor is to make a 
report to the shareholders, but the mode of doing so, and the form of 
the report, are not prescribed. If, therefore, Mr. Theobald had laid 
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before the shareholders the balance sheet and profit and loss 
account, accompanied by a certificate in the form in which he first 
prepared it, he would perhaps have done enough, under the peculiar 
circumstances of the case. I feel, however, the great danger of acting 
on such a principle, and in order not to be misunderstood, I will add 
that an auditor who gives shareholders means of information instead 
of information in respect of a company's financial* position does so at 
his peril, and runs the very serious risk of being held, judicially, 
to have failed to discharge his duty . . . But, as already stated, the 
duty of an auditor is to convey information, not to arouse inquiry, and, 
although an auditor might infer from an unusual statement that 
something was seriously wrong, it by no means follows that ordinary 
people would have their suspicions aroused by a similar statement, if, 
as in this case, its language expresses no more than any ordinar}-' 
person would infer without it." 

Companies Act, 1900 : Appointment of an Auditor Obligatory ; 
His Certificate, Report and Duties 
The Companies Act of 1900 effected important alterations in 
company law. For the first time it was made obligatory for every 
company to appoint an auditor. Section 23 of the Act relating to 
the auditor's duties read as follows : — 

" Every auditor of a company shall have a right of access at all 
times to the books and accounts and vouchers of the company, and 
shall be entitled to require from the directors and officers of the 
company such information and explanation as may be necessary for 
the performance of the duties of the auditors, and the auditors shall 
sign a certificate at the foot of the balance sheet stating whether or 
not all their requirements as auditors have been complied with, and 
shall make a report to the shareholders on the accounts examined by 
them, and on every balance sheet laid before the company in general 
meeting during their tenure of office, and in every such report shall 
state whether, in their opinion, the balance sheet referred to in the 
report is properly drawn up so as to exhibit a true and correct view of 
the state of the company's affairs as shown by the books of the 
company ; and such report shall be read before the company in 
general meeting."* 

* This wording follows almost exactly that of Section 7, Clause 6, of the Companies 
Act of 1879 relating to Banking Companies only, and applied in the case of In re 
London 6^ General Bank (No. 2), referred to above. 
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Prior to 1900, auditors’ certificates had almost invariably become 
stereotyped in form and restricted to the balance sheet. The Act of 
1900 provided for a certificate and a report. The report had to deal, 
in the first place, with the accounts examined by the auditor and had 
to be read before the company in general meeting. There was much 
controversy as to Jthe exact meaning of Section 23 and contemporary 
accountancy publications show that there existed considerable 
confusion and uncertainty as to the procedure necessary to comply 
with it. In December 1900, The Accountant published a series of 
articles upon '' The Duties of Auditors under the Companies Act, 
1900,” from which I give two interesting extracts : — 

“ If an absolutely unqualified certificate is reaUy all that an auditor 
has to report to the shareholders, then it is obvious that he will have 
nothing to add to the certificate as to the accuracy of the balance 
sheet, which the Act requires him to affix to the foot thereof, and no 
harm can possibly be done by omitting to give one. At the same 
time, now that the Legislature expressly requires that a report shall 
be addressed to the shareholders, considerable responsibility will 
necessarily rest with the auditor who omits to make such a report, 
especially if there is an5rthing like a conflict of opinion as to whether 
or not anything ought to have been brought before the shareholders 
beyond the mere fact that the accounts, as rendered, are correct. For 
our own part, we think it- will not be necessary for an auditor to 
recount to the shareholders the various steps leading to his certifica- 
tion of the accounts. But if any outstanding points still remain in 
which there is a bona fide difference of opinion between the directors 
and the auditor, these will naturally very properly form the subject 

of a report to the shareholders Attention may also be 

profitably directed to the point raised by Mr. D. F. Basden, F.C.A. ^ 
in his letter appearing in our last issue— namely, that the report 
mentioned in Section 23 is to cover not merely the Balance Sheet laid 
before the Company in General Meeting, but also whatever accoimts 
have been examined by the Auditors. 

This presumably would include not merely the trading and profit 
and loss accounts (one or both of which might be appended to the 
published accounts) but also the actual accounts, or books of account 
of the company,” 
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Counsel's Opinion on the Audit Provisions of the Companies 

Act, 1900 

The Council of the Institute of Chartered Accountants in England 
and Wales subsequently took the joint opinion of four eminent 
Counsel. Paragraphs (5), (6) and (7) of that opinion read as 
follows : — 

(5) In our opinion the certificate and report referred to in Section 
23 must be separate and separately signed, even though both be 
placed on the balance sheet. There would, however, be no objection, 
if it be desired, to connect the certificate with the report by inserting 
in the certificate a reference to the ' subjoined ' or ‘ accompan5dng ' 
report ; and, as an alternative, where thought expedient, the certifi- 
cate might set out the report verbatim, thus : I certify, &c., and I 
report to the shareholders that, &c. Signed A.B. If, however, this 
course be adopted, it will, in our opinion, still be necessary that the 
auditor should make and sign the report separately, and send it in 
to the directors to be placed before the shareholders." 

“ (6) As regards the form of certificate, it may run thus : 

" Auditor’s Certificate 

" In. accordance with the provisions of the Companies Act, 
1900, I certify that all my requirements as auditor have been 
complied vdth." 

" And the report might run thus : — 

“To the shareholders of the Company, 

Limited. 

“ Auditor’s Refiort 

“ I have audited the above balance sheet (or the company's 

balance sheet dated the day of ) and 

in my opinion such balance sheet is properly drawn up so as to 
exhibit a true and correct view of the state of the company's 
affairs, as shown by the books of the company." 

“ (7) Section 23 of the Act of 1900 requires the auditor to report 
whether the balance sheet is properly drawn up, so as to exhibit a 
true and correct view of the state of the company's affairs as shown 
by the books of the company. In our opinion these words, ' as shown 
by the books of the company,' do not limit the auditor's duties to a 
comparison of the figures. No doubt he has to examine the books ; 
but, as Lord Justice Lindley said. In re The London and General Banh 
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(1895, 2 Ch. 683) : ' He does not discharge his duty by doing this 
without inquiry, and without taking any trouble to see that the 
books themselves show the company’s true position. He must take 
reasonable care to ascertain that they do so 
Although the Act of 1900 so clearly stated that the auditors 
shall make a report to the shareholders on the accounts examined by 
them'' it is signi^cant that there is no reference whatsoever in the 
opinion to this very definite obligation. The opinion was accepted 
by the accountancy profession, however, as removing any doubts as 
to the proper interpretation of Section 23 and it settled the duties of 
auditors under the 1900 Act, for auditors did not in practice make 
any reference in their reports to the profit and loss account or to 
any " accounts examined by them ” other than the balance sheet. 

Mr. Justice Buckley on the Auditor’s Report, 1906 

In Newton v. Birmingham Small Arms Co.* in 1906 the Court 
granted an injunction restraining the defendant company from 
acting upon a special resolution which gave the directors power to set 
aside out of profits a sum or sums as an internal reserve fund, without 
disclosing to the shareholders the creation, existence or application 
of such fund or the investments representing it. In the course of his 
judgment, Mr. Justice Buckley said : — 

The concluding sentence of Section 23 requires that the auditor 
shall state whether the balance sheet exhibits a true and correct view 
of the state of the company’s affairs as shown by the books. Sir 
Robert Finlay argued that these words are satisfied if the auditors 
report that the balance sheet does not exhibit a true view and that 
the statute does not, in these words, say that they shall report what 
is the true view. This is logically true as regards the language, but, 
^ judgment, the statute is saved from the reproach of having 
achieved no more than this impotent result by words earlier in that 
section, which provide that the auditors are to report to the share- 
holders on the accounts. A report upon the accounts involves a 
report of the result of the accounts, and this necessarily involves, as 
matter of substance if not of form, the statement of a balance sheet 
or the equivalent of a balance sheet. There are, I agree, in the Act of 
' Newton v. Birmingham Small Arms Co. (1906, 2 Ch. 378). 
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1900 no affirmative words to the effect of what I am about to state, 
but I think the language of the Act is sufficient to show that by 
implication it requires that there shall be annually an audit of 
accounts resulting in a balance sheet, to the accuracy of which the 
auditors shall speak. The special resolutions in the present case 
prpvide that the balance sheet shall not disclose the internal reserve 
fund. It must therefore omit on the assets side o^ the balance sheet 
the assets which make up the amount standing to the credit of that 
fund and the contra item — ^namely, the credit balance of the fund — 
on the liability side. The result will be to show the financial position 
of the company to be not as good as in fact it is. If the balance 
sheet be so worded as to show there is an undisclosed asset, whose 
existence makes the financial position better than shown, such 
a balance sheet will not, in my judgment, be necessarily in- 
consistent with the Act of Parliament. Assets are often, by reason of 
prudence, estimated and stated to be estimated, at less than their 
probably real value. The purpose of the balance sheet is primarily to 
show that the financial position of the company is at least as good as 
there stated, not to show that it is not or may not be better.” 

This judgment is of importance because it has often been quoted as 
giving judicial authority to the proposition that a balance sheet can 
properly be certified as true and correct, although it shows the 
position in a company as being not as good as it is in fact. 

Companies Act, 1907 : Duties of the Auditor 

In 1907 another Companies Act was passed. The duty of the 
auditor is contained in Section 19 (2), viz. : — 

The auditors shall make a report to the shareholders on the 
accounts examined by them, and on every balance sheet laid before 
the company in general meeting during their tenure of office, and the 
report shall state — 

” (a) Whether or not they have obtained all the information and 
explanations they have required ; and 
{b) Whether, in their opinion, the balance sheet referred to in 
the report is properly drawn up so as to exhibit a true and 
correct view of the state of the company’s affairs according to 
the best of their information and the explanations given to 
them, and as shown by the books of the company.” 
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It will be observed that there is little material difference in this 
section from the provisions of the 1900 Act. Although it had 
become almost the invariable practice for auditors to restrict 
their report to the balance sheet, the requirement to “ report to 
the shareholders on the accounts examined by them ” is repeated. 

r 

Counsel's Opinion on the Audit Provisions of the Companies 

Act, 1907 

Again, the Institute of Chartered Accountants took the opinion 
of four eminent Counsel, from which I give the following extracts : — 

(i) In our opinion the auditors' report to be made pursuant to 
paragraph (2) of Section 19 of the Companies Act, 1907, should, in 
cases where the auditors have no special comments to make, run as 
follows : — 

Report of the auditors to the shareholders of 

Limited. 

'' We have audited the balance sheet of the 

Limited, dated the day of ' and 

(here identify it as : ‘ above set forth,' or ' within contained,' 
or ' a copy of which is annexed hereto and initialled by us,' or 
' a copy of which has been initialled by us '). 

''We have obtained all the mformation and explanations we 
have required. 

" In our opinion such balance sheet is properly drawn up so as to 
exhibit a true and correct view of the state of the company's affairs 
according to the best of our information and the explanations given 
us and as shown by the books of the company." 

" (8) As to the general duties of the auditors, under Section 19 of 
the Act of 1907, we consider that they should perform these duties 
with due regard to the provisions of the company's articles of associa- 
tion in so far as those articles are consistent with the Acts, and that 
they should call for all such information and explanations as they 
consider requisite to enable them to make the report to the share- 
holders contemplated by the section. They should not have the least 
hesitation in reporting fully as to any unsatisfactory featmres in the 
position. ..." 

This opinion conformed to the general practice which had obtained 
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since the 1900 Act, in regard to the form and wording of auditors’ 
reports and has been followed by the accountancy profession to 
the present time. 

Mr. Justice Romer on the Auditor’s Duties in Verifying 
, Securities, 1924 

From 1907 until after the Great War, there was no alteration in 
company law or outstanding cases in regard to accounts and audit. 
In 1921 the criminal trial of two of the directors and the auditor of 
Farrow’s Bank, Ltd. aroused widespread public interest, but no 
issues of importance to the accountancy profession were involved. 

In 1922, there occurred the failure of the City Equitable Fire 
Insurance Co., Ltd.* Its chief interest to the accountancy profession 
arose in 1924, when misfeasance proceedings were heard before Mr. 
Justice Romer, whose judgment was confirmed by the Court of 
Appeal, f The main issue was if the auditors had failed in 
their duty by reason of the fact that, instead of verifying securities by 
actual inspection, they had relied upon a certificate from the com- 
pany’s stockbrokers. In the course of a judgment of importance to 
practising accountants, Mr. Justice Romer said that it is the duty of 
a company’s auditor in general to satisfy himself that the securities 
of the company in fact exist and are in safe custody, and he reviewed 
the circumstances in which an auditor might or might not be justified 
in accepting the certificates of banks or persons in whose possession 
such securities may have been placed. This view implies a responsi- 
bility which goes beyond the mere certification of the balance sheet. 

Indemnity Clauses in Articles of Association 

Mr. Justice Romer expressed the view that the auditors had com- 
mitted a breach of duty, but gave judgment in their favour on the 
ground that they were entitled to the benefit of an indemnity clause 
in the articles association. Such a clause was not uncommon in 
companies’ articles and provided that the directors, auditors and 
other officers of the company should be indemnified against any 

* In ye C'lty Equitable Fire Insurance Co., Ltd, (1925, Ch. 407). 

I The case of the London & General Bank, nearly 30 years earlier, was relied on as 
defining the duties and responsibilities of auditors. 
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loss or liability they may incur in connection with the carrying out 
of their duties, provided such loss or liability did not happen through 
their own wilful neglect or default. 

Companies Act, 1929 : Important Changes in, and Consolidation 
OF, Company Law ; Extended Account and Audit Provisions ; 

Obligatory Profit & Loss Account 
The Company Law Amendment Committee appointed in 1925 
expressed the view that the protection which an indemnity clause 
gave to auditors was unwarranted and should be forbidden. This 
was given effect to in the Companies Act of 1928, which made im- 
portant changes in the law as to accounts but did not come into 
force, in so far as it dealt with accounts and audit, until the Con- 
solidating Act of 1929. For the first time, provisions were included 
as to the form and contents of the balance sheet, and that a profit 
and loss account or income and expenditure account must be sub- 
mitted to shareholders. The duties of an auditor were set out in 
Section 134 (i), which was practically identical with Section 19 (i) of 
the 1907 Act previously quoted. 

Trial of Chairman and Auditor of Royal Mail Steam Packet 
Company, 1931 : Form and Contents of Profit & Loss Account 
No trial affecting the liability of an auditor has aroused such 
intense interest within the accountancy profession as the criminal 
proceedings against the chairman and auditor of the Royal Mail 
Steam Packet Company.* in 1931. The company, which was 
one of the largest and most important in this country, had been 
constituted under a series of Royal Charters, the first of which 
was granted in 1839, and the auditor charged was a partner in 
one of the largest firms of accountants in the world. The Royal 
Mail Steam Packet Company was the head of the leading 
group of shipping companies in the Kingdom. The group consisted 
of some 35 companies, in six of which, frequently referred to during 
the trial, the Royal Mail Company owned the whole of the share cap- 
ital. The accounts were extremely intricate and required close 

* R , V. Kylsant and Morland . Reported in The Accountant , Incorporated Account - 
ants * Journal and in The Royal Mail Case ** (Notable British. Trials), 
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investigation to arrive at a clear comprehension of the matters 
involved. 

{ a ) Evidence at the Trial 

The case of the Crown was that in the year 1923 there existed very 
substantial reserves undisclosed to the shareholders? resulting from 
the liability of the company to excess profits duty being settled, 
chiefly by reason of allowances for obsolescence and deferred repairs, 
at considerably less than the previously estimated amount as pro- 
vided for in the accounts ; that these old reserves were utilised in 
subsequent years to build up substantial profits, which were shown 
in the profit and loss accounts without clear information as to their 
abnormal nature ; and that the profit and loss accounts conse- 
quently conveyed the impression that the company was prosperous, 
when in fact actual losses on trading were being experienced. It 
appeared from the evidence, however, that the liability to excess 
profits duty was not finally settled until 1927, and nearly all of the 
accountant witnesses, some of them called by the prosecution, 
expressed the opinion that it would not have been sound and proper 
to have taken these credits in respect of excess profits duty to profit 
and loss account and so have treated them as available for dividend 
in any years earlier than those in which they were appropriated for 
such purpose. Evidence was given that similar transfers to the 
credit of profit and loss account had been made in the case of some 
of the subsidiary companies, whose balance sheets had been certi- 
fied by weU-known accountancy firms, and whose position in regard 
to excess profits duty was analogous to that of the Royal Mail Com- 
pany. Further than this, there was a number of accountants, some 
of them well known, engaged in the case on behalf of the defence, 
who carefuUy investigated the accounts and supported the view 
expressed by the accountant witnesses, that the excess profits duty 
credits had been transferred to profit and loss account in the proper 
years. This being so, it followed that in the balance sheets of the 
Royal Mail Company from 1923 to 1927^ there were no undisclosed 
'' free reserves, although there did exist sources from which the 
company did eventually derive substantial benefits, which, when they 
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materialised by actual receipt, became profit available for dividend. 
Little exception was taken to the balance sheets, which were not 
strongly challenged even by the prosecution. In no year was the 
actual position less favourable than that disclosed and the balances 
properly available as dividend to the credit of profit and loss 
account were n^t incorrect. 

(6) Importance of the Trial to Auditors 
The trial really concerned the form and contents of the profit and 
loss account and the inclusion therein of what the prosecution con- 
tended were '' old " reserves without disclosure of the fact and the 
amounts involved, with the result that false impressions were 
conveyed as to the results of the company's business. The 
Royal Mail Company had for years followed the practice, by no 
means uncommon, of giving practically no information whatsoever 
in the profit and loss account regarding its expenditure, or the 
details of its profits and revenue, but showed only the net result in 
one conglomerate item. At the instance of the auditor, however, 
there had been inserted in the profit and loss accounts for 1926 and 
1927, the years in respect of which the charges were brought, the 
words '' adjustment of taxation reserves." It may be argued that 
this phrase should have been a clear indication that the balances on 
the profit and loss account were affected by an abnormal credit and, 
from the very fact of the insertion of the words, that the amount 
involved was material. There may be differences of opinion regarding 
the course adopted by the auditor, but practising accountants gener- 
ally had not the slightest doubt as to the baselessness of a criminal 
charge. The verdict of the jury, wholly in favour of the auditor, 
was received with satisfaction by everyone having the interests of 
the accountancy profession at heart, but the trial emphasised the 
weakness in the prevailing practice relating to the published balance 
sheets and accounts of public companies and caused no little un- 
easiness as to the extent of the responsibihties of auditors. Very 
considerable controversy has taken place amongst members of the 
accountancy profession in this and other countries, particularly as 
to, firstly, the propriety of undisclosed or secret reserves, and 
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secondly, the form and contents of the profit and loss account. 

On these two subjects much has been said and written by promi- 
nent members of our profession and numerous articles have appeared 
in the accountancy publications and the leading daily and financial 
newspapers and periodicals. There has been so much divergence of 
opinion that I want to make it quite clear I am not attempting to 
define the attitude of the British accountancy profession in these 
matters. I am expressing my own personal opinions. Views, 
however, have been clarified since 1931 and there is a tendency 
to make the published accounts of many public companies more 
informative. 

{c) Mr. Justice Wright on Secret Reserves 
In his address to the jury in the Royal Mail trial, Mr. Justice 
Wright made the following observations on the subject of Secret 
Reserves : — 

“We have heard a great deal about the keeping of secret reserves, 
and we have heard a great deal about the commercial troubles which 
may flow from that practice. We have heard a great deal about what 
is often done in practice, and it may be reasonably and properly done, 
but the question may arise some day, and possibly will arise, in some 
appropriate proceeding, in order to find out and elucidate these very 
special matters. It was said by a very learned Judge on one occasion, 
by way of observation and not by judgment, that a company, that is 
to say the shareholders, could not complain if the position of the 
finances of the company was better than the accounts disclosed. 
That has been quoted from time to time as a justification for this 
method of keeping reserves secret. But there may be very great 
evils if those who have the control and management of the com- 
panies, and who control and manage companies for the benefit of 
the shareholders who entrust their moneys to companies, have very 
large portions of the company's assets left in the secret disposition 
of the managing authority. It may work very well in many cases ; 
no doubt it does. It is a practice which is being followed, no doubt, 
by many concerns of the highest standing. On the other hand, it may 
be the subject of almost intolerable abuse. Such a system may be 
used to cover up negligences, irregularities, and almost breaches of 
faith. It is said to be a matter of domestic concern between the 
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company and the shareholders, but if shareholders do not know and 
cannot know what the position is, how can they form any view about 
it at all ? " 

Auditor's Duty in Relation to Secret Reserves 

In Novembeit 1931, when I was President of the Society bf Incor- 
porated Accountants and Auditors, I spoke upon the question of 
Secret Reserves, and said, inter alia : — 

It should be borne in mind that a secret reserve can arise only 
through an under-statement of profit and in no other way, and it 
cannot be denied that balance sheets or profit and loss accounts which 
are affected by secret reserves are untrue to the extent of such 

reserves . 

I am aware that among practising accountants there is a con- 
siderable divergence of opinion regarding the propriety of secret 
reserves. I have heard leading accountants express the view that 
provided the creation, existence or utilisation of a reserve is noted in 
the accounts the non-disclosure of the actual amount is justifiable 
but it is my personal opinion that it is not consistent with the statu- 
tory form of the auditor's certificate, which in such case I consider 
should be qualified by the use of words such as ' subject to the non- 
disclosure of the amount of the reserve referred to in the balance sheet 
or profit and loss account ' as the case may be." 

Auditor's Duty in Relation to Grouped Items in the Profit 
AND Loss Account 

In December 1931, in emphasising the importance of the profit and 
loss account, I deprecated the practice (not infrequently followed) of 
" grouping in one item, profit on trading, income from investments 
and properties, royalties and revenue and profits from every source, 
even though of an abnormal or temporary character," and con- 
cluded by suggesting that ''the auditor's responsibility for the 
profit and loss account should be placed beyond question and his 
certificate should be extended by the addition of some such phrase as 
' the profit and loss account is a true and correct statement showing 
the profit earned (or loss incurred) during the period covered by that 
account '." 
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Counsel's Opinion on Reserves, 1931 
In December 1931, the Institute of Chartered Accountants issued 
to its members the opinion of Mr. Wilfrid Greene, K.C. and Mr. 
Cecil W. Turner on the question as to whether that body could 
properly and usefully issue any form of general pronouncement for 
the guidance of their members on the questions snd matters dis- 
cussed in the recent trial arising out of the affairs of the Royal Mail 
Steam Packet Company. The opinion was to the effect that no such 
pronouncement was really feasible. After giving their reasons. 
Counsel referred to what are often termed secret " or undis- 
closed " or '' inner " reserves in the following terms : — 

When these expressions are examined, it becomes apparent that 
they are not expressions which have a clear and well defined meaning, 
and that they, or one or more of them, may be applied to a number of 
different types of reserve. Probably even experienced accountants 
would not all agree as to their exact scope and meaning. It follows, 
therefore, that a general proposition which might be applicable to 
one type of ' secret ' reserve might not be equally applicable to 
another, or that a given proposition might be applicable to a flagrant 
or extreme case, though not to one where no " misleading ' was 
involved.” 

Propriety and Utilisation of Secret Reserves 
Much more helpful to members of the accountancy profession 
were the views expressed by Lord Plender in a paper read by him in 
February 1932, when he said : — 

'' Inner or secret reserves and their propriety — if not legality — 
have recently been the subject of judicial comment. Such reserves 
may exist, for example, in the excessive writing down of the book 
values of assets, of under-valuation of investments, or in provisions 
for contingencies the amount of which is not specifically set out on 
the balance sheet. In my opinion directors should he entitled, in the 
interests of a company and its shareholders, to make reasonable 
provisions for contingencies and should be allowed discretion in 
so doing without necessarily being required to disclose the amount 
of the provisions in the balance sheet. . . . The reserve for con- 
tingencies is generally included in an omnibus item on the liabilities 
side of the balance sheet (such as ' creditors including provision for 
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contingencies ') and in my view it is necessary that its existence 
should be indicated by suitable wording. The use of such reserves in 
relief of losses or by way of supplement to profits should, I think, be 
indicated to the shareholders, and except in comparatively rare 
cases the amoimt so used should be stated. The origin and utilisation 
of undisclosed reserves covers such a wide field of circumstances that 
it is not possible to dogmatise on the question, and a decision as to 
the right course to pursue can only be arrived at after a full con- 
sideration of the facts in each individual case.” 

This statement, which had been preceded by considerable discussion 
in the Press as to the utilisation of undisclosed reserves in relation to 
the profit and loss account, certainly had some influence on practice, 
for certain weU-known companies disclosed in their profit and loss 
accounts the inclusion of reserves or provisions no longer required 
from previous years. Amongst accountants there must be agreement 
that the use of undisclosed reserves should be indicated and that 
the amounts should generally be stated if the profit and loss account 
is to show the profit-earning capacity of a company. If, however, 
it is accepted that the utilisation of reserves and of surplus provisions 
made in an earlier year must be disclosed, then there can be little ad- 
vantage in creating reserves without disclosure, and whatever argu- 
ment may be advanced in favour of non-disclosure on the ground of 
expediency, it cannot be contended that it is strictly in accord with 
sound accountancy principles. 

Necessity to Disclose Certain Reserves in Accounts 

Although circumstances might arise that would justify or necessi- 
tate a provision for '' contingencies,” the non-disclosure in a balance 
sheet of a free ” reserve, in its true sense, can be made only with 
the object of creating in the minds of shareholders or the public the 
impression that the company's affairs are in a position which is not 
in accordance with the facts. There may be no wrong intention on 
the part of the directors, who may think they are acting in the best 
interests of the company, but such a balance sheet should not, 
in my opinion, bear an auditor's unqualified report as to its truth 
and correctness. If the actual amount of a secret reserve is 
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immaterial, there cannot be any real object in creating it ; if it is 
material, I fail to see how its non-disclosure can be defended. 

Different Kinds of Reserves 

No little confusion has been caused by the loose and indiscriminate 
way in which the word reserve " has been used in connection with 
accounts. It is most frequently accompanied by a qualifying word or 
expression, as in '' reserve for accrued liabilities," reserve for bad 
debts," '' stock reserve," “ reserve for loss on exchange," reserve 
for depreciation," '' leasehold depreciation reserve " or “ reserve for 
income-tax." Ordinarily the character of these items is such that 
they have to be taken into account in arriving at the profit or loss 
and no objection could reasonably be taken to their non-disclosure. 
If accountants would adopt the practice of calling them provisions " 
— ^which, in fact, they are — ^much misunderstanding would be 
avoided.. In addition, we may have a general reserve," capital 
reserve," '' reserve for equalisation of dividends," or debenture 
redemption reserve." These are reserves in the true sense of the 
term ; they originate most frequently from an appropriation of 
profit and are almost invariably set out clearly in balance sheets. 
Further, we may have an '' internal reserve " or a '' reserve for 
contingencies." In many cases such reserves if undisclosed would 
be S5mon5mious with the term secret reserve." 

I want to make it clear that in the term secret reserve " I do not 
include the making of proper provisions for estimated losses or 
expenses not definitely ascertainable at the date of making up the 
accounts. I mean undisclosed reserves which arise from an under- 
statement of profit. '' Secret reserves " as long as they exist, affect 
the balance sheet, in which they may be reflected by over-stating 
liabilities or by under-valuing assets, but they do not affect 
the profit and loss account except in the periods when they originate 
or when they are utilised to increase the profit or reduce the loss. 

Contents of Balance Sheets under Companies Act, 1929 

The Companies Act of 1929 strengthened the position of the audi- 
tor in relation to the balance sheet by including provisions as to its 
contents. Sections 124 and 125 read as follows : — 
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124. (i) Every balance sheet of a company shall contain a 
summary of the authorised share capital and of the issued share 
capital of the company, its liabilities and its assets, together with such 
particulars as are necessary to disclose the general nature of the 
liabilities and the assets of the company and to distinguish between 
the amounts respectively of the fixed assets and of the^ floating 
assets, and Shall state how the values of the fixed assets have been 
arrived at. 

(2) There shall be stated under separate headings in the balance 
sheet so far as they are not written off : — 

'' [a] The preliminary expenses of the company ; and 
'' {b) Any expenses incurred in connection with any issue of 
share capital or debentures ; and 
'' (c) If it is shown as a separate item in or is otherwise ascer- 
tainable from the books of the company, or from any 
contract for the sale or purchase of any property to be 
acquired by the company, or from any documents in the 
possession of the company relating to the stamp duty 
payable in respect of any such contract or the conveyance 
of any such property, the amount of the goodwill and of 
any patents and trademarks as so shown or ascertained. 

“ (3) Where any liability of the company is secured otherwise than 
by operation of law on any assets of the company, the balance sheet 
shall include a statement that that hability is so secured, but it shall 
not be necessary to specify in the balance sheet the assets on which 
the liability is secured. 

'' (4) The provisions of this section are in addition to other pro- 
visions of this Act requiring other matters to be stated in balance 
sheets/' 

'' 125. Where any of the assets of a company consist of shares in, 
or amounts owing (whether on account of a loan or otherwise) from 
a subsidiary company or subsidiary companies, the aggregate amount 
of those assets, distinguishing shares and indebtedness, shall be set 
out in the balance sheet of the first-mentioned company separately 
from all its other assets, and where a company is indebted, whether on 
account of a loan or otherwise, to a subsidiary company or sub- 
sidiary companies, the aggregate amount of that indebtedness shall 
be set out in the balance sheet of that company separately from all 
its other liabilities." 
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Disclosure of Loans to Directors and Officers and 
Remuneration of Directors 

The 1929 Act provides that the accounts to be laid before every 
company in general meeting shall contain certain particulars relating 
to loans to any director or officer of the company, and remuneration 
paid to directors. The obligation to furnish these particulars rests 
primarily upon the directors, for Section 128 (4) reads as follows : — 
“ 128. (4) If in the case of any such accounts as aforesaid the 
requirements of this section are not complied with, it shall be the 
duty of the auditors of the company by whom the accounts are 
examined to include in their report on the balance sheet of the 
company, so far as they are reasonably able to do so, a statement 
giving the required particulars.’' 

Conditions to be Satisfied by the Balance Sheet 

Strictly speaking, the settlement of the form and contents of the 
balance sheet is the responsibility of the directors and the auditor's 
function is restricted to reporting upon it. In practice, however, the 
balance sheet is almost invariably submitted to the auditor for his 
approval before it is finally settled in order to avoid qualifications in 
his report. 

I suggest that before an auditor would be justified in making an 
unqualified report in accordance with the wording of the Companies 
Act 1929, the balance sheet should satisfy the following conditions ; 

(1) It should be properly drawn up. 

(2) It should be true. 

(3) It should be correctly stated. 

(4) It should be in accordance with the books. 

(5) It must not convey a misleading impression as to the state of 
affairs of the company. 

The first, second and fourth of these conditions should not present 
any special difficulties, and if the first four are complied with, the 
last would almost certainly be fulfilled. 

Before the Companies Act of 1929, it might have been largely a 
matter of opinion if a balance sheet was '' properly drawn up," but 
as Sections 124 and 125 of that Act specify the form and contents of 
the balance sheet, a balance sheet would generally be regarded as 
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properly drawn up '' if the requirements of these sections are 
complied with. If what is stated in a balance sheet is true and if a 
balance sheet is in accordance with the books, are generally questions 
of fact and capable of verification, but the difficulty arises when the 
auditor has to decide if the various items are correctly stated, since 
this is frequently a matter of opinion. Before a balance sheet can be 
regarded as correctly stated, it must conform to sound accountancy 
principles. What is true is not necessarily correctly stated : for 
instance, it may be true to state that stock is taken at cost, but it 
would not usually be correct to state it so, if at the date of the balance 
sheet there had been a fall in market value. Again, if shares in a 
subsidiary company were shown at cost,'' it would be true, but if a 
part of the capital of such subsidiary company had been lost, judged 
by sound commercial and accountancy principles, the item would 
not be correctly stated. It is my view that, if the losses of a subsidiary 
are not dealt with by reducing the amount at which the investment 
appears or by making proper provision on the liabiUties side of 
the balance sheet, the auditor should caU attention thereto in his 
report. 

If a balance sheet does not comply with the five conditions which I 
have enumerated, it becomes the duty of the auditor to call attention 
in his report to the shareholders to any omission and to any and every 
item to which he takes exception. The wording employed should be 
sufficiently clear and definite to avoid misunderstanding, but it is 
not part of the auditor's duty actually to rectify any misstatement or 
omission in the balance sheet, or to express his opinion as to the 
amount that is involved thereby. 

Importance of E^ning Capacity in Profit and Loss Accounts 

I have mentioned it was not until the Companies Act of 1929 
that there were any provisions requiring that a profit and loss 
account should be submitted to shareholders. I cannot trace that 
the expression '' profit and loss account " appeared in any of the 
Companies Acts prior to 1928. Further, in reports of the leading 
cases regarding the duties of auditors practically no references to 
the profit and loss account appear and the judgments have dealt with 
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the auditor's obligations in relation to the balance sheet. An out- 
standing feature of the Royal Mail trial was that it was the first case 
of importance in the English Civil or Criminal Courts in which the 
auditor's responsibility for the profit and loss account had been 
raised. This is surprising in view of the increasing attention which 
has been directed to earning capacity, upon which share values are 
largely based. The importance of earning capacity in relation to 
capital asset values was clearly expressed by Lord Plender in the 
paper to which I have referred and from which I again quote : — 

As regards the profit and loss account, it may be found that in a 
number of instances the information given in this account, however 
abbreviated in form, is of as much value to the shareholder in afford- 
ing a guide to the company’s position and progress as the information 
in the balance sheet, however much greater in volume the latter 
information may be. After all, the value of the assets of a business, 
considered as a whole, really depends on what they are capable of 
earning in the form of annual profits ; and consequently the figure of 
net profit which should be shown in a profit and loss account, when 
considered in conjunction with similar figures relating to previous 
financial years, may give the shareholder a fairly true indication of 
the real value of the enterprise which the company owns. I am, of 
cotuse, speaking in very general terms." 

Lord Plender very truly added that “ Whatever the book value 
of fixed assets may be, their real value lies — ^with certain exceptions — 
in their earning capacity." It is, therefore, not too much to say that a 
balance sheet which includes fixed assets such as factories, plant and 
machinery, may be of little, if any, value as exhibiting a true and 
correctly stated view of the company's affairs, unless it is accom- 
panied by a true and correct statement of profit-earning capacity. 
In the case of many companies, their solvency must be dependent on 
their continuing capacity to earn profits. 

If further proof were required of the importance of the profit and 
loss account, one need only examine the publications which review 
the reports and accounts of public companies. The particulars which 
are invariably set out relate not only to the balance sheet but to the 
profit or loss for the year and the appropriation of the profit. A 
governing factor in estimating the value of a company's shares is the 
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earning capacity in relation to the capital and, therefore, the profit 
and loss account is a very important account to the shareholder. 

Auditor’s Obligation to Report on Profit and Loss Accounts 
UNDER the Companies Act, 1929 
In considerir^ the auditor’s responsibility in relation to-^the bal- 
ance sheet we are greatly assisted, firstly, by the provisions of the 
Companies Acts, in which the auditor’s responsibility and duties are 
laid down ; secondly, by numerous judgments in cases decided in 
the Courts, some of which I have already referred to ; and, thirdly, 
by practice, which to a large extent may be regarded as well 
established. In the case of the profit and loss account, however, no 
such extensive assistance is available. The Companies Act of 1929, 
in first referring to the profit and loss account, gave no indica- 
tion as to its form and contents or the function it is intended to 
serve. I have mentioned that until the Royal Mail trial, there 
do not appear ever to have been any proceedings in the Civil or 
Criminal Courts as to the responsibility of an auditor in rela- 
tion to the profit and loss account and I have not observed in the 
published reports of the auditors of public companies that exception 
has been taken, or even reference made, to the form and contents of 
the profit and loss account or the result which it shows. In practically 
every case which I have examined, any qualification in the auditors’ 
report has had reference to the balance sheet. 

The opinion of Counsel to which I have referred, arising from the 
Royal Mail case, concluded with the following reference to the 
profit and loss account : 

‘'We have been asked whether the duties and responsibilities of 
an auditor extend to the profit and loss account, though it is not 
specifically reported upon to the members of a company. In our 
opinion having regard to the fact that the balance sheet contains as 
one of its items the balance brought in from the profit and loss 
account, they cannot dissociate themselves from all responsibility 
for the correctness of that account and there may be cases in which 
it would be incumbent upon them to draw the attention of the 
shareholders to any feature of that account which in their view in- 
volved anything of any improper or misleading character.” 
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I agree with the conclusions of Counsel as to the obligations of an 
auditor in relation to the profit and loss account, but I consider 
such obligation to be directly imposed by the Act and not arising, as 
they indicate, by implication. The 1929 Act provides for the sub- 
mission to shareholders of a profit and loss account, and surely an 
auditor should examine with the greatest care an account which the 
law requires to be placed before the owners of the company. The 
first duty of the auditor is to “ make a report to the shareholders on 
the accounts examined by him," and it is difficult, therefore, to see 
how it could logically be contended that the Companies Act does 
not impose upon the auditor a definite obligation to report on the 
profit and loss account and most certainly so if in any respect it is 
untrue, incorrectly stated or misleading. 

However, whether the auditor's responsibility for the profit and 
loss account is definitely imposed by the Companies Act or whether 
it arises by implication owing to the inclusion of the balance of the 
profit and loss account in the balance sheet, the responsibility 
certainly exists. 

Nature of the Profit and Loss Account 

The term '' profit and loss account " in the system of double-entry 
bookkeeping is the title of one of the nominal accounts in the books of 
all companies trading for profit. It is made up of debit and credit 
balances transferred from other nominal accounts and the resulting 
balance represents the profit or loss for the period. This, of course, 
is elementary and is well understood by accountants, bookkeepers 
and business men. The profit and loss account being part of the 
bookkeeping system, and not, like the balance sheet, a summarised 
statement of all the balances in the books after they have been 
closed, one might have expected that the Act would have referred to 
the profit and loss account or to a statement or summary of the 
profit and loss account. The Act refers, however, to a profit and 
loss account and from this it is to be inferred that considerable 
latitude is given as to what information and particulars in the profit 
and loss account, as it appears in the books, should be included in 
the profit and loss account required by the Act. In practice the profit 
and loss account issued to shareholders bears little resemblance 
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to the account in the books, for almost invariably there are 
omitted all particulars of the trading and practically all items of 
expenditure. 

Function of the Profit and Loss Account 
The function of a profit and loss account is to show the profit earned 
or loss suffered by a company during the period which such account 
is expressed to cover. This is undoubtedly its function in the view of 
shareholders, but the law requires the balance shown to the credit of 
the profit and loss account to be the amount properly available for 
distribution as dividend, and we know that such balance may differ 
greatly from the actual trading results for the period. 

Form and Contents of the Profit and Loss Account 
If it were intended by the Act that the profit and loss account need 
do no more than disclose the balance available for dividend, it 
would be of little value to shareholders, for such information could 
usually be ascertained from the profit and loss item in the balance 
sheet. The varieties of businesses carried on by companies are so 
numerous and complex that anything in the nature of uniformity 
in form and contents in the account is obviously impossible, whilst 
directors, for reasons quite proper and understandable, are usually 
opposed to unnecessary disclosure of detailed information regarding 
the businesses of the companies which they administer. It is generally 
agreed that the extent of the information to be disclosed must largely 
remain a matter as between directors and shareholders and that an 
obligation to include particulars of an internal nature would in many 
cases operate greatly to the detriment of the interests of shareholders. 
If, however, the profit and loss account is to be of value to share- 
holders and the risk of their being misled is to be avoided, certain 
general principles must be observed. Surely there should be little 
difficulty and not much difference of opinion amongst accountants, 
in deciding what those general principles should be. 

Recommendations of the Society of IncorporatedAccountants 
AND Auditors Regarding the Profit and Loss Account 

The only pronouncement by any professional body regarding the 
profit and loss account was made in April 1932 by the Society of 
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Incorporated Accountants and Auditors. In November 1931, the 
Council of the Society appointed a committee to consider and report 
whether in their opinion any amendment of the law was deemed 
necessary and/or what, if any, alterations of a voluntary character 
may be considered desirable in the compilation of company accounts 
or their certification by professional auditors. That committee 
reported in favour of amending legislation and indicated what 
alterations should be made. The profit and loss account was dealt 
with in the first two paragraphs of Clause 5 of the report, which read 
as follows : 

“ {a) That the profit and loss account should show the true balance 
of profit or loss for the period covered by such account. 

'' {b) That in the profit and loss account any debits or credits which 
are abnormal in character or extraneous in their nature to the 
ordinary transactions of the company, together with any 
reserves from a previous period no longer required, should be 
stated separately.” 

In the first paragraph there is the enunciation of a principle with 
which few, if any, members of the accountancy profession will 
disagree ; in the second, there are set out certain matters which 
should be stated in the profit and loss account to ensure adherence to 
the principle of paragraph one. I ought to add, however, that 
some directors and others responsible for the management of public 
companies, would assert that compulsion to adhere to this principle 
in all circumstances would not be in the best interests of shareholders. 
One aspect of this particular problem is referred to in paragraph 6 of 
the report, which recognised certain difficulties in giving effect to 
the recommendations of the committee in the case of banking and 
similar institutions, such as discount houses and the like. The 
committee felt, however, '' that the paramount consideration is the 
maintenance of public confidence in the administration of industrial, 
commercial and financial undertakings.” 

In the profit and loss account the directors’ remuneration required 
by law to be disclosed is usually stated as a separate item. In my 
opinion, it is desirable that the profit and loss account should also 


s 



514 


THE AUDITOR’S RESPONSIBILITY 


include, as separate items on the debit side, interest on loans or loan 
capital and income-tax — ^both of which are somewhat in the nature 
of appropriations of profit — and, on the credit side, income from 
property or assets not used in connection with the carrying on of the 
company’s business, such as outside investments. 

It is the usuaj practice to aggregate the profits of, or thedncome 
from, subsidiary companies with the results of the holding company’s 
business, and this practice is sound and proper since subsidiary 
companies are most frequently branches or departments of the 
holding company. Profits of subsidiaries are generally capable of 
regulation at the instance of the holding company, according to the 
basis of inter-company transactions, and no useful purpose would 
be served by showing the profits or dividends of subsidiaries as 
separate items. 

Conditions to be Satisfied by the Profit and Loss Account 

I maintain that we should apply to the profit and loss account 
a standard no lower than that of the balance sheet. The profit and 
loss account would then have to satisfy the following conditions : — 

(1) It should be true. 

(2) It should be correctly stated. 

(3) It must not convey a misleading impression as to the results 
of the company’s business. 

In the Royal Mail case the impressions conveyed by the profit and 
loss account constituted the foundation for criminal charges, and that 
such charges could have been brought at all establishes conclusively 
that the responsibility of the auditor in relation to that account is a 
very real and serious one. The law regarding the duties and powers 
of an auditor is of little value, however, whilst Counsel’s opinion 
arising from the Royal Mail case has disturbed and perplexed many 
members of the accountancy profession. 

I think that most accountants to-day would agree that if any 
feature of the profit and loss account involved anything of an im- 
proper or misleading character, it would be the auditor’s duty to 
draw attention to it in his report. What we should regard as being 
improper or misleading, however, presents a problem of no little 
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difficulty, having regard to current law and practice, especially in 
regard to holding and subsidiary companies. There is no doubt 
that the great majority of shareholders regard the balance shown by 
the profit and loss account as representing the actual result 
for the period covered by the account, and it follows that, unless it 
is deafly shown in what respects and to what ei^ct^^t balance 
shown differs from the actual earnings, the profit and loss account 
is apt to be misleading to the majority of shareholders. 

Auditor's Responsibility for the Sound and Proper Treat- 
ment OF THE Results of Subsidiary Companies in the Accounts 
of the Holding Company 

Unless the results of subsidiary companies are soundly and properly 
dealt with in the accounts of the holding company, such accounts 
may convey entirely wrong impressions. 

If the profit and loss account of a holding company does not 
reflect the correct result of the business as a whole, I am of opinion 
it is the duty of the auditor to draw the attention of shareholders 
thereto in his report. 

The provisions of the 1929 Act, however, as to the inclusion of 
the results of subsidiary companies in the accounts of the holding 
company, have been generally criticised and, from the account- 
ancy standpoint, are unsatisfactory. Section 126 provides for 
disclosure as to how the profits and losses of subsidiary com- 
panies have been dealt with in, or for the purposes of, the 
accounts of the holding company and there is a proviso that it 
shall not be necessary to specify the actual amount of profits or 
losses of any subsidiary companies which have been dealt with in 
any particular manner. It should be noted that the section recog- 
nises the dependence of the results of a holding company’s business 
upon the profits or losses of its subsidiaries. 

The statement as to how the profits and losses of subsidiary com- 
panies have been dealt with has to be signed by the directors. Can 
it be said, therefore, that the auditor can '' dissociate himself from all 
responsibility ” in relation to the account upon which such statement 
is based ? The unsound treatment of the results of subsidiaries in 
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the accounts of a holding company may cause the profit and loss 
account to give a misleading impression as to the actual results 
of the holding company’s business. A person with an expert 
knowledge of accounts would infer from the kind of directors 
statement which is so frequently appended to accounts to comply 
with Section 126, that the profit and loss account of the holding 
company cannot be relied on as indicating the earning capacity 
for the period covered by the account. But such inference would not 
necessarily be drawn by the " ordinary ” shareholder, who would 
conclude that the balance of profit and loss account if described 
therein as “ net profit ” and referred to as such by the directors 
in their report, actually represented the profit earned during the 
year. 

Surely it is not contended, because Section 126 requires dis- 
closure as to how the profits or losses of subsidiaries have been dealt 
with, that there is no obligation to see that they have been dealt with 
on sound and proper lines for the purposes of the accounts of the 
holding company. Consider the case of a holding company whose 
statement regarding its subsidiaries is in a form very frequently 
adopted, namely, " that the profits of subsidiary companies have 
been included in the profit and loss account to the extent of divi- 
dends declared.” If it has been the practice of the subsidiary com- 
panies to declare dividends approximating to the profit earned each 
year — ^which is a sound practice — ^the profit and loss account of the 
holding company would show the correct result of the holding 
company and its subsidiaries as a whole. If, however, the dividends 
of the subsidiaries arise from profits earned in past years, which have 
been held up and carried forward in the accounts of the subsidiaries, 
then the profit and loss account of the holding company would convey 
a misleading impression as to the profit earned during the period 
covered by the account. 

Balance Sheet and Profit and Loss Account are Complemen- 
tary AND THE Auditor’s Duty Rxtends to Both 
Some members of the accountancy profession may consider that 
the personal views I have expressed regarding the duties of an 
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auditor go beyond what can reasonablybe expected in actual practice. 
I cannot see that there is greater responsibility in expressing an 
opinion as to whether the profit and loss account conveys a true and 
correct impression of the result of a company's business, than in 
expressing an opinion as to whether the balance sheet shows a true 
and coilrect view of the state of its affairs. It may b^e an additional, 
but it is not, I maintain, a greater responsibility and any difficulties 
must generally be common both to the balance sheet and the profit 
and loss account, because the one is the complement of the other. 
If the balance sheet is true and correctly stated the profit and loss 
account will convey a true and correct impression, provided ab- 
normal, extraneous and non-recurrent items are separately stated and 
the results of subsidiary companies are properly treated. 

Nature of Amending Legislation Required 

Accountants cannot ignore the fact that the ineffective provisions 
of the Companies Act regarding subsidiary companies, and the 
considerable extension of the group system and the subsidiary com- 
pany principle, have had the effect of making the accounts of public 
companies far less informative and less reliable than they were 20 
years ago. The remedy for this unsatisfactory state of affairs is 
suggested in the concluding paragraph of the report of the Society 
of Incorporated Accountants and Auditors, which reads : — 

We do not consider it desirable to make any recommendations 
for alterations of a voluntary character in the compilation and/or 
certification of company accounts, since in dealing with such altera- 
tions auditors might be placed in a difficult position in regard to the 
law as it now stands. The only effective action must be by amending 
legislation." 

In my opinion, the power of the auditor should be strengthened 
by amending the Companies Act of 1929 in regard to : — 

(1) The profit and loss account ; 

(2) The duties of the auditor ; and 

(3) The treatment of subsidiary companies in connection with 
the accounts of holding companies. 

I fully recognise the difficulty, the undesirability, indeed, I might 
say the impossibility, of laying down conditions regarding the 
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actual form and contents of the profit and loss account, but it is not 
beyond the capacity of the accountancy profession to define general 
principles which would minimise the risk of shareholders and the 
public being misled. In the profit and loss account there should not 
be included without disclosure any sums which do not relate to the 
trading operations for the period, either directly or throfigh the 
medium of subsidiary companies. 

The duties of the auditor regarding the profit and loss account 
should be defined as in the case of the balance sheet. Responsibility 
for the profit and loss account certainly exists, and to discharge it the 
auditor should be required to report specifically on the profit and 
loss account as well as on the balance sheet. The public is entitled 
to the valuable protection which would be afforded by enacting, in 
effect, that the auditor’s report should relate to aU accounts required 
to be submitted to shareholders. 

There appears to be general agreement as to the unsatisfactory 
character of the law relating to the treatment of subsidiary companies 
in connection with the accounts of holding companies. In amending 
legislation, provisions should be made to ensure adherence to sound 
accountancy principles and to prevent subsidiary companies being 
used for the purpose of withholding information which the holding 
company would have to disclose. 

Amendment of the Companies Act is being urged in several res- 
ponsible quarters and it is certain that some material alterations 
will be introduced regarding accounts and audit. Although the 
directors of the great majority of pubhc companies do not restrict 
themselves to the observance of the strict letter of the law, but pre- 
sent their accounts in a form to which no exception can be taken, 
there is still a large number of cases, principally amongst companies 
engaged in productive and trading businesses, where the published 
accounts are uninformative, frequently unreliable, and occasionally 
even misleading, in spite of the fact that the actual requirements of 
the Companies Act may have been complied with. 

The accountancy profession stands high in the estimation of the 
public. We have been described as " the watchdogs of the share- 
holders " and great reliance is placed by the investing public on the 
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accounts which we certify. Our responsibility is great and serious 
and to maintain the confidence we enjoy, we must use our influence, 
and direct our efforts, to securing such improvement in the law and 
practice of accountancy as will ensure that the accounts which we 
audit are true and correct and are sufficiently informative to prevent 
misleaciing impressions being conveyed as to the state of affairs of a 
company and the result of its operations. 



THE AUDITOR’S RESPONSIBILITY IN RELATION 
TO BALANCE SHEETS AND PROFIT 
AND LOSS ACCOUNTS 
THE CONTINENTAL POINT OF VIEW 

BY 

Dr. Wilhelm Voss 

The subject which I propose to discuss has been on the agenda of 
every International Congress of Accountants. It continually forms 
the central theme of all discussions affecting our profession, particu- 
larly when we are discussing the certification of balance sheets, or 
secret reserves, professional practice generally or any other issue of 
practical importance. And there is good reason for this. In the last 
analysis the justification for the existence of our profession depends 
on the amount of responsibility which we bear for our audit work, or, 
in other words, the extent to which we are willing or able to bear 
responsibihty for our work. 

It need scarcely be mentioned that the '' safety first '' point of 
view cannot be the decisive factor here. We know that in our profes- 
sion we have got to take responsibility, but there should be complete 
clearness within and without our profession on the following points : 

(1) What principles determine our responsibility. 

( 2 ) Within the scope of these principles, what rules determine 
the limits of the degree of responsibility — 

{a) that should be expected of us, and 
(6) that we can bear in the extreme case. 

I. — Some Aspects of the Problem 

My task is to discuss in this paper our subject particularly from 
the Continental standpoint. Incidentally I would remark that I do 
not think that the principles regarding our responsibility are really 
different in the various countries. In my view, Professor Limperg 
was right when he observed in his paper read before the Amsterdam 
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Congress of Accountants that it is not the instructions of the client 
that should be decisive in measuring our responsibility but the 
purpose for which the audit is being carried out, and this purpose is 
fundamentally the same in the case of the normal audit of the annual 
accounts of a company in Holland, the United States, Great Britain, 
Germarfy or in any other country. 

On the other hand the rules which within the scope of these prin- 
ciples define the limits of our responsibility, either extending or 
contracting these limits, are not identical in every country. They 
depend on the legal system of the particular country and on the 
degree of development and general standing of the profession of that 
country and on many other factors. 

How then do matters stand in regard to the responsibility of our 
profession for annual accounts on the European Continent ? The 
differences are actually very substantial, particularly in reference to 
the legal enactments. For instance, in some parts of Europe a com- 
pulsory audit of the annual accounts is not prescribed at all, in 
others, it is not undertaken by professional accountants : the scope 
of the audit is also by no means uniformly laid down in every coun- 
try, in some cases we find extremely detailed regulations, in others, 
only generalised instructions, and again in others, special provisions 
regarding the responsibility of the auditor. In these cirumstances 
I do not think it will serve any useful purpose to describe the legal or 
the actual position of our profession in the various Continental 
countries. The result would be to give a blurred picture of the whole, 
particularly since in almost all Continental countries the development 
of our profession has by no means ceased, and as there are movements 
on foot in nearly all coxmtries to define afresh the standing and func- 
tions of our profession. I have therefore good reasons for limiting 
my subject and for dealing ium more detailed manner with the 
conditions in Germany. Though I deal with the matter mainly from 
the German standpoint I think it is fair to say that the remarks 
which follow are substantially equally applicable to the remaining 
Continental countries, as far as concerns the basic questions of 
professional conduct, though, of course, each country has its own 
system of law for dealing with these matters. 
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I must also limit my subject in one further direction. We are only 
discussing the responsibility for the normal audit of the annual 
accounts. I, therefore, do not discuss further matters which would be 
of importance in considering the preparation and audit of accounts 
for special purposes, e.g. for borrowing purposes or for reconstruc- 
tions or for liquidations. 

I wish, however, to extend the limits of my paper in one direction. 
I deal hereunder in some detail with the recent enactments regulating 
the position and responsibilities of our profession in Germany, and I 
also describe the probable future trend of the relative legislation in 
Germany. These developments have taken place since the Congress 
held in Amsterdam, and for that reason alone would deserve special 
mention by a speaker dealing with the German matters. I also give in 
an appendix the full text (with unimportant abridgments) of the 
recent amendments to the Commercial Code of Germany. These 
amendments not only prescribe definite and detailed rules as to the 
valuation of items for balance sheet purposes but also lay down the 
form of the balance sheet and the profit and loss account which must 
be adopted by all pubhc companies (AktiengeseUschaften) in Ger- 
many for their published accounts. In most countries special 
classes of undertakings, e.g. railway companies, are bound to statu- 
torily prescribed forms of accounts, and the provision of a form of 
accounts to be applicable to aU companies or of a number of forms of 
accounts each applicable to one class of undertaking has often formed 
the subject of discussion in professional circles the whole world over. 
Germany has now dealt with this question by legal enactment and I 
am sure that the solution reached will be studied with interest. 

II. — ^Present-day Organisation of the Profession in Germany 

Under date of igth September-nggi, the Govenunent then in 
power issued a decree to amend and reform certain parts of the 
company law. Partly as a result of this decree and partly as a result 
of other legislation which was carried through at the same time the 
status and functions of our profession have been fundamentally 
changed in Germany. It is too early yet to regard the reforms as 
finally consolidated ; we are e3q)ecting the Government to bring out 
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a new company law in the course of the next few months which will 
naturally embody the legal and economic principles which govern the 
political situation of Germany to-day. There is no doubt that the 
new company law will be based substantially on the decree of 19th 
September 1931, and it is quite certain that the compulsory audit of 
public Companies (Aktiengesellschaften) will form the central theme 
of this law, as it formed the central theme of the decree now govern- 
ing the interim period. In responsible Government circles there has 
been, and there still is, the conviction that an effective reform of the 
law and procedure respecting companies can only be attained when 
the individual reforms are based on the principle that companies 
must be subjected to an audit comprising not only a comparison of 
the accounts presented with the books but also a verification of the 
individual items by reference to the underlying evidence. 

These reforms necessitated changes amounting to an entire re- 
organisation of our profession. For the carrying out of these audits a 
qualified body of auditors, i.e. men uniformly qualified as regards 
their personal and professional qualifications, was needed. For this 
purpose there was created by virtue of enactments of the Reich 
Government and of the Governments of the various States concerned 
a special profession within the group of persons who had hitherto 
practised in Germany as accountants or trustees of various kinds, 
called Publicly Appointed Approved Auditors " (Wirtschafts- 
prufer). 

The remarks which now follow give, of course, only an outline of 
the position ; considerations of space compel me to confine myself to 
matters of importance only : The approved auditor," in accord- 
ance with his official designation, '' publicly appointed approved 
auditor," is an expert who before being admitted has taken an oath 
and who, as a member of a liberal profession, undertakes audits, in 
particular the audits compulsorily prescribed by law. He must make 
his profession his main activity and he is prohibited from engaging in 
commercial pursuits. His appointment is made by the Governments 
of the States, and the authority for the appointment is contained in 
an agreement concluded between the Reich Government and the 
State Governments, regulating the matter uniformly for all States. 
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The appointment, however, is valid for the whole of Germany. 

“ Approved auditing companies ” are public limited companies 
(Aktiengesellschaften) and private limited companies (Gesellschaften 
mit beschrankter Haftung, or, for short, G.m.b.H.) and other 
associations of individuals, in particular partnerships, which devote 
themselves exclusively to the work carried out by approved auditors. 
A special procedure has been set up in order to ensure that the per- 
sons directing these companies shall have the capacities, personal 
and professional, required of individual approved auditors ; and 
thereupon, after being entered in a register kept by the Board for 
publicly appointed approved auditors, they are admitted to practice 
as auditors. Branch offices which are carried on as independent 
units may only carry out compulsory audits if the local manager or 
partner in question is himself an approved auditor. 

The conditions of admission offer a guarantee that only persons 
having suitable personal and professional qualifications are selected. 

The applicant must — 

(1) be of acknowledged financial probity ; 

(2) be regarded as being particularly suited to the profession by 
reason of his personal character ; 

(3) be at least 30 years of age ; 

(4) have had practical experience of business for at least six 
years, of which at least three years must have been spent in 
auditing ; 

(5) pass an examination dealing with all matters of practical 
importance to an auditor. 

The primary functions of approved auditors and auditing com- 
panies are : — 

(1) The compulsory audit of public companies. 

(2) The audit of commercial undertakings of public bodies 
which are subject to compulsory audits. 

(3) The compulsory audit of insurance undertakings and 
building societies. 

Furthermore the activities of auditors cover : — 

(4) The audit of the accounts of all other classes of undertakings 
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and special accounting work in connection with profit esti- 
mates and financing schemes. 

<5) The preparation of accounts and reporting thereon, pre- 
paration of opinions in connection with the computation of 
profit-earning capacity of a company and with the valuation 
of plant. 

Pubhcly appointed approved auditors may also by virtue of the 
rules and regulations applying to the profession undertake the 
following classes of work apart from pure auditing : — 

(6) Advice on “ business economics,” organisation of accounts 
and system work. 

(7) Advice in connection with financial and credit matters, the 
preparation of opinions on borrowing capacity. 

(8) Advice on the formation, merger and reconstruction of 
companies and on liquidation problems in connection with 
bankruptcy and deeds of settlement. 

(9) Advice and representation in tax matters. 

(10) Trustee work, i.e. as trustee either in voluntary or com- 
pulsory compositions, in testamentary matters, in bank- 
ruptcy matters, in administration of estates or as trustee in 
the narrow sense of the word, e.g. as holder on behalf of the 
pledgor, &c. 

The Board for publicly appointed approved auditors consists of 
persons drawn from the profession itself and from representative 
business organisations together with nominees of the Government of 
the Reich, of the Governments of the States and of associations 
representing the interests of municipahties, and certain representa- 
tives from the universities. It has the power to lay down rules having 
the force of law regarding the conduct of approved auditors in 
professio nal matters. The oath taken by approved auditors binds 
them not only to secrecy but also to carry out their duties “ without 
fear or favour.” 

The approved auditors are subject to the supervision of the 
Chamber of Commerce where they are situated, A procedure has 
been designed to enable the appointment of an approved auditor to 
be withdrawn. The recognised professional body which looks after 
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the professional interests of publicly appointed approved auditors 
is the “ Institut der Wirtschaftspriifer ” (Institute of Approved 
Auditors) in Berlin. Admission and examining boards are situated in 
13 towns in Germany, viz. : — Berlin, Bremen, Breslau, Frankfurt, 
Hamburg, Cologne, Konigsberg, Leipzig, Mannheim, Munich, 
Munster, Niirnberg and Stuttgart, and correspondingly the Institute 
has sub-committees in each of these towns which watch over the 
professional conduct of its members and arrange for lectures, &c., on 
subjects of interest to the profession. Attached to the Institute is a 
court of honour, which deals with cases of breaches of professional 
etiquette and ethics. 

III. — Statutory Functions of Approved Auditors in Germany 

The main function of approved auditors, individuals as well as 
auditing companies, is the compulsory audit of public companies. 
In Section 262 [a) of the Decree of 19th September 1931, it is laid 
down that the annual accounts of a public company, as reflected by 
the books of the company and as amplified by the report of the 
management, are to be audited by one or more expert auditors 
before they are submitted to the general meeting for approval. 
Only approved auditors may be appointed *' auditors ” for this 
purpose. They are elected by the general meeting of the share- 
holders (Section 262 (5) ), and the election should take place before 
the end of the financial year, failing which the local court is em- 
powered to appoint an auditor. The management is bound by 
statute to issue to the auditor elected by the shareholders instruc- 
tions to carry out the audit. Section 262 (c) lays down that persons 
over whom the company to be audited is in a position to exercise a 
material influence, may not be either elected or appointed auditors. 
Furthermore, neither members of the management nor of the board 
of supervision nor employees of the company may be elected or 
appointed auditors. 

In Section 262 {d) it is laid down that the management must allow 
the auditors to inspect the books and documents of the company 
and must allow them to ascertain by physical inspection the amount 
of cash and investments and goods held by the company. The 
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auditors can demand from the management all explanations and 
evidence which a careful fulfilment of their duty to carry out an 
audit necessitates. 

Section 262 (e) lays down that the auditors must make a written 
report on the result of their audit. In this report it must be par- 
ticulaiiy stated whether the system of bookkeeping, the annual 
accounts and the report of the management comply with the law, 
and whether the management has supplied the explanations and 
evidence demanded. The report is to be laid before the supervisory 
board. Each member of the supervisory board is entitled to see 
the report. The supervisory board in its comments on the report 
of the management must give the name of the approved auditor 
who carried out the audit and must include a statement commenting 
on the report of the auditor. Furthermore, information must be 
given in the general meeting which resolves upon the annual accounts 
as to whether the general findings of the audit gave rise to criticisms 
of a material nature or not. 

Section 262 (/) deals with the certificate. If the result of the 
audit has been to confirm that there are no material objections to 
raise to the accounts as presented the auditors must state this in the 
form of a certificate to the accounts, in which the following must be 
stated : — 

Whether after a conscientious audit based on the books and 
documents of the company and on the explanations and evidence 
supplied by the management the system of bookkeeping 
adopted, the annual accounts and the report of the management 
comply with the provisions of the law. 

This certificate must be included in every publication of the accounts. 

With regard to the duties of the auditors it is laid down in Section 
262 (g) that auditors, and, where they employ other persons on an 
audit, these latter persons, are boimd to conscientious and impartial 
auditing and to secrecy. They are prohibited from making use in 
an improper manner of commercial and technical secrets which they 
have learned in the course of their duties. Persons who contravene 
this obligation are liable to the company for any damages arising 
therefrom. The liability, however, is limited for each audit to 
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R.M. 100,000 in cases where merely negligence can be proved, 
even when several persons were engaged on the audit or several 
actions giving rise to a claim for damages have taken place. 

IV. — The Auditor's Responsibility 

Sections 262 (/), dealing with the certificate, and 262 (g),"" which 
define the principles for fixing the responsibility which an auditor 
has to accept for his work, are, of course, the most interesting 
sections to us in connection with the subject of my paper. 

{a) In relation to his certificate. These legal provisions are intended 
to provide only the foundation of the building as it were ; the rules 
laid down are restricted therefore to a generalised statement of 
principles. This remark applies particularly to the certificate. 
In the earlier papers on this subject the wording of the certificate 
always played a large part. I regard it as dangerous to give too 
much weight to the wording. Our responsibility in auditing annual 
accounts is not a mere matter of form. Neither the wording of the 
law nor the wording of the certificate can be finally decisive in the 
matter. The essential point in connection with responsibility is 
the purpose of the audit and of the certificate. We should only 
regard the wording of the certificate as something which helps to 
express in words the purpose lying behind the introduction of 
compulsory audits as the main aim of the company law reform. 
Any such means that only helps to express something else must be 
imperfect. There is surely no one among us who would support 
without reserve the statement that any wording of certificates, 
which is to-day common, can express everything that there is to 
say. The wording of the certificate is a secondary matter. The fact 
that in discussing our responsibilities this matter has been pushed so 
much into the foreground, has often unfortunately given persons 
who are not well versed in these matters, the impression that our 
audit is either exclusively or at any rate predominantly a matter of 
pure formality. 

Admittedly — and I make this remark in order to avoid mis- 
understanding — ^the importance of the statutory wording of the 
certificate should not be underestimated. I know that in individual 
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cases in practice it certainly has a very considerable importance. 
If we, however, wish to define our responsibility in a code of prin- 
ciples, we cannot cite the wording of the certificate as decisive, but 
rather that which lies behind this wording and should be expressed 
by it, that is to say, the purpose of the audit. 

Whairdoes the German Decree of 19th September 1931, say in this 
matter ? The provisions regarding the scope of the audit, the report 
and the certificate show clearly the goal which is aimed at. The 
auditor, as a person charged with the duty of assisting the supervisory 
board, must see to it that the management of the company has issued 
true accounts. 

( 5 ) As compared with that of the management. According to Ger- 
man company law the auditor occupies an auxihary position only. 
In the first place, the management (having regard to its duty to 
carry on the business of the company) and the supervisory board 
(in view of its duty to supervise the company generally) bear the 
responsibility for the preparation of the accounts. The responsi- 
bihty of the auditor is secondary to this. He is only responsible for 
the audit itself and not for the company and books to be audited. 
The auditor has not the same kind of responsibility for the annual 
accounts as the management ; on the one hand, his responsibility is 
greater and on the other hand it is smaller than that of the manage- 
ment. 

It is greater in two matters. Firstly the auditor, being a pro- 
fessional approved auditor, is an expert in accounting matters. 
Theoretical knowledge and practical experience in the relative 
accounting and legal fields of knowledge exceeding those expected 
generally of the management are required of him. He must do his 
work with the carefulness of a professional expert, and as a con- 
sequence he bears more responsibility than the non-expert, e.g. a 
member of the management. In another matter, too, the responsi- 
bility of the auditor for the annual accounts exceeds that of the 
management. In preparing accounts the management must and 
can in general rely on the material produced by its bookkeeping 
department, and this all the more seeing that it is to be examined by 
the auditor. The auditor, however, in view of his duty to audit. 
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must take responsibility for the regularity of the material upon 
which he works. 

On the other hand, the responsibility of the latter may also be 
less than that of the management in certain cases. He is outside the 
undertaking and the conduct of its business. He cannot therefore 
know whether items which should have been booked have Sictually 
been taken up in the books. The auditor can also not accept an 
absolute warranty for the completeness of the annual accounts and 
of the material on which they are based. An auditor certainly must 
make use of his critical faculties in this direction, and in many cases 
by the exercise of care and of his expert knowledge he will be able to 
ascertain that the material on which the annual accoxmts are based 
is not complete and that all items have not been booked. But cases 
can easily arise in which the fact that material was missing could 
not have been ascertained by the auditor ; on the other hand, of 
course, the management in such cases would be open at least to the 
charge of culpable negligence and possibly of criminal conduct. 

From the fact that the auditor is auxiliary to the supervisory 
board arises a further limitation of his responsibility for the annual 
accounts. He is naturally only responsible for the annual accounts 
which he has audited and certified, and it is immaterial to him what 
set of accounts is laid before the general meeting by the manage- 
ment and approved in general meeting. The work of the auditor 
ends with the issue of his certificate and with the report to the 
supervisory board. What the latter does with these documents is 
their business. They are responsible for them, not the auditor. 

(c) For the correctness of the accounts. Having thus far dealt with 
the principles regarding the responsibility which the auditor bears 
arising out of his position as auxiliary to the supervisory board, we 
now turn to the deductions which are to be drawn from the fact that 
the auditor is responsible that the management adopts the principles 
of proper accounting. 

Accounting is proper " if it complies with the law and with such 
commercial practices as are in Germany within the law. The report 
of the management and the annual accounts (including the book- 
keeping) must comply with the provisions of the law and with the 
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general principles of correct bookkeeping and preparation of balance 
sheets. German company law contains very detailed provisions in 
this regard, in particular for the annual accounts. The principles are 
given in Section 260 (d), subsection 2, which reads as follows : — 

The annual accounts are to be drawn up so clearly and 
persf)icuously that they provide the parties interested with as 
sure a view of the position of the company as possible.'" 

In Section 261 (see appendix) will be found the provisions regard- 
ing the valuation of important assets and liabilities. In Section 261 
(a) (see appendix) the classification of the balance sheet and in 
Section 261 (c) (see appendix) the classification of the profit and loss 
account is laid down. 

In German law, therefore, we have very detailed provisions aiming 
at balance sheet truth and balance sheet clarity. But neither the 
Government nor professional circles were ever in doubt that the 
power of the law is restricted to setting up standards only, that legal 
provisions cannot be devised which will secure an absolutely '' cor- 
rect " balance sheet. This is so for the following reasons : — 

(1) From their nature annual accounts must be incomplete. 
The transactions of a going concern, which in their totality 
commence with the formation of the undertaking and end 
with its liquidation, cannot be absolutely correctly expressed 
on any particular date in marks and pfennigs. 

(2) The undertaking is an economic whole ; it is only possible 
to give some sort of expression to its real value by resolving 
the individual transactions or the existing legal and economic 
rights and duties of the company into individual asset and 
individual liability items in the accounts, and showing its 
value as the sum of these assets less the liabilities. 

(3) There are important economic factors — for the financial 
position of the undertaking often the most important — 
which are not expressible in the accounting of the under- 
taking at all. 

(4) The law consists of regulations covering the general case. 
In the individual case very often matters peculiar to the 
special case in question (for instance, the class of trade, the 
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size of the undertaking, the relationship to other concerns) 
are of decisive importance, and account must be taken of 
such exceptions to the general rule, if the accounts are to be 
clear and true. 

There can therefore be no absolutely correct annual accounts and 
there are good reasons for the fact that even experts, basing them- 
selves on a similar set of facts, can come to entirely different annual 
accounts and that each expert could perfectly justifiably describe his 
annual accounts as clear and true. 

Recognising this the law has not gone further than to lay down 
the goal that is to be aimed at (Section 262 (6) ) : — The annual 
accounts must be clear and true. The law has indeed in a few matters 
set up rigid rules of valuation, but for the rest it has confined itself 
to laying down rules covering the general case. It has allowed the 
necessary latitude to conscientious opinion in preparing annual 
accounts within the limits of these rules. 

This applies in particular to the persons responsible for the pre- 
paration of the annual accounts, but it also applies from the nature 
of the case to the auditor. He can only object to the annual accounts 
when the management has not kept within the permissible degree of 
latitude ; but then he is compelled to register his objections. 

We can never under any circumstances undertake to warrant that 
the annual accounts are absolutely correct, but only that they comply 
with the provisions of the law. This finds clear and unambiguous 
expression in the form of certificate as it is prescribed in German 
company law. This certificate confirms that the requirements of the 
law have been satisfied. It does not certify, for instance, that the 
annual accounts show absolutely correctly the assets or the profit or 
the loss. Everyone of us will probably think of the delicate subject of 
secret reserves. If secret reserves exist, the balance sheet in general 
does not show the real financial position of the company, and conse- 
quently an auditor cannot give a certificate that the accounts are 
absolutely correct. But he can confirm that it complies with the 
requirements of the law, since secret reserves are in principle allowed 
by the law. 

Although the law allows a certain latitude to the judgment of the 
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persons preparing the annual accounts, it does not thereby, of 
course, open the door wide to arbitrary conduct. This rule applies 
in the first place to the management in the preparation of the annual 
accounts. The management has not an entirely free hand, but is 
bound by the general rules of conduct applicable to business men. 
This rule applies still more to the auditor. Not the least important 
of the functions with which he has been endowed by law is the duty of 
determining where latitude of judgment ends and arbitrary conduct 
begins. The auditor is not an executive of the company, he is not 
part of the management, he is responsible to the company as an 
entity and he stands outside any conflict of interests between the 
management and the shareholders. He can and must see to it that 
the annual accounts, within the latitude allowed by the law, are 
prepared as accurately as possible. This finds also expression in the 
law. Our certificate begins with the words After a conscientious 
audit." It is weU known that in the discussions which preceded the 
framing of the Decree this expression was inserted to make clear on 
the one hand that the auditor cannot guarantee an absolute correct- 
ness of the accounts, seeing that his findings are naturally based on 
his own judgment, and on the other hand that the audit has been 
carried out, following the words of Section 262 {g), " carefully and 
impartially " as is shown by the employment of the word con- 
scientious." Thus we accept with our certificate the responsibility for 
the real correctness of the annual accounts, without, of course, 
excluding in any way the necessary latitude of judgment. 

{d) In relation to the interests of the company and of the State. This 
duty of ensuring that the accounts are as '' fair " as possible does not 
stand alone, however, without relation to other factors as if it 
were in a vacuum. It definitely depends on certain factors. The 
auditor must not, of course, let himself be influenced by the private 
interests of the management or of the supervisory board or of a 
shareholder or group of shareholders, not to mention by his own 
private interests. What must govern his conduct are interests 
which reach further, namely, those of the company and of the 
general pubhc. That the interests of the company have very great 
weight, always of course within the limits of the law, is obvious from 



534 


THE AUDITOR'S RESPONSIBILITY 


the fact that he is responsible to the company for his work. He is 
liable to the company directly for damages which he causes by 
improperly carrying out his duties (Section 262 (g)). Moreover, 
the interests of the company are expressly mentioned in the law. 
In one important case the interests of the company are regarded as 
taking precedence over the legal regulations. In Section 260, 
subsection 4, it is laid down that information that ought otherwise 
to appear in the annual report can be omitted if the overriding 
interest of the company demands it. 

In this section mention is also made of the overriding interest of 
the public. This also takes precedence over the compulsion to give 
information and must be observed not only by the management but 
also by the auditor. As I have said, this section only applies to the 
report, not to the annual accounts, and its position with the law 
indicates that it is only to be taken as a hint. But I regard it as 
very probable that the coming Company Law will place the interests 
of the company, and above all those of the State, very much more 
strongly in the foreground, and will make these interests the deciding 
factor in the question whether the annual accounts comply with the 
legal requirements for the purpose of giving the certificate. 

{e) Summary, I should like to summarize the principles I have 
enunciated as follows : — 

(1) The determining factor in the question of responsibility is 
the purpose of the audit and of the certificate. 

(2) As auxiliary of the supervisory board, the auditor must 
satisfy himself that the management keeps and has presented 
proper accounts. 

(3) The auditor bears partly a larger, partly a smaller responsi- 
bihty for the annual accounts than the management. 

(4) He cannot guarantee the absolute correctness of the annual 
accounts. 

(5) In passing on the annual accounts which are prepared the 
auditor must be allowed a certain latitude of judgment. 

(6) The auditor cannot accept an absolute guarantee that 
material (books, letters and other sources of information) 
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has not been suppressed and that therefore the annual 
accounts are not defective. 

(7) is responsible that the annual accounts comply with 
legal requirements. 

( 8 ) He has to guarantee that the annual accormts are really 
borrect, that is to say, that within the latitude allowed by 
the law, they are as correct as they possibly can be. 

V. — Conclusions 

The principles that I have enunciated show the extent to which 
the limits of our responsibility, upwards and downwards, are deter- 
mined. I should like in this connection to emphasise one point which 
is really self-evident, but must always be brought out strongly, 
viz. : — that the very purpose of the audit and of the certificate make 
it clear that the audit required is not merely a formal one, i.e. that 
the figures in the ledger correspond with the figures in the annual 
accounts, but that it must be an audit of the books and underlying 
documents. The Decree mentions this specifically in Section 262 
(a), subsection 2. 

It is difficult to define comprehensively in a few words the limits 
of such an audit. In my view one can only say that the principle 
by which an approved auditor must be guided is that he has got to 
pursue his investigations until he can conscientiously satisfy himself 
that, exercising aU his skill and after most careful consideration, he 
can give a certificate for the annual accounts. The degree of skill 
required in our case is a special one : it is the degree of skill required 
of the professional expert and it exceeds the degree of skill demanded 
of the ordinary business man. It is expected of an auditor that he 
should display that amount of practical and theoretical knowledge 
and of experience in his work that a member of our profession in view 
of the developments in accounting must to-day have. This principle 
applies more particularly to answering one of the most doubtful 
points but nevertheless one of the most important points in our 
subject. 

In nearly all the usual certificates and also in the German form of 
certificate we find mention made of the books and documents, i.e. 
the material on which the preparation of the annual accounts is based. 
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This common restriction of the certificate is specially designed to 
bring out, as I have already mentioned, that an absolute guarantee 
for the completeness of the books in particular cannot be accepted. 
Even where the auditor has exercised the highest degree of skill it 
will be impossible for him in many cases to ascertain whether all 
transactions which should have been booked have actually been 
booked. In such cases he must exercise the professional skill 
of the expert auditor who must form for himself a clear view on the 
matter by the emplojnnent of his critical faculties upon the material 
supplied. 

Finally I should like to answer the question shortly, to whom is 
the auditor responsible ? 

I have already stated that according to Company Law he is 
directly responsible to the company and particularly for the damages 
which the company suffers because he has neglected his duties. 
This Lability is unlimited in the case of intentional wrong-doing, 
and is limited where the wrong-doing is negligent to R.M. 100,000 for 
each audit. As far as Company Law is concerned, therefore, the 
auditor is only liable to the company, not, however, to its executives 
and not to third parties, such as, for instance, creditors or share- 
holders. Of course, in certain cases the question of criminal liability 
to third parties might arise under the general principles of common 
law. 

In professional circles, however, we are all conscious that the moral 
responsibihty goes far beyond this purely legal responsibility and 
that we are responsible not only to the company but also to its 
executives, to the shareholders, to creditors and to the pubHc. We 
owe this sense of moral responsibility as a duty to our profession 
which can only attain a standing corresponding to the tasks laid 
on it when it is dominated by a consciousness of responsibility that 
is not merely defined and limited by legal regulations. 

I have several times emphasised that our responsibility is not least 
of aU determined by the interests of the pubhc. I have pointed out 
that in the present Decree hints in this direction exist and that the 
coming Law in Germany will probably lay down definite rules in this 
connection. There is no doubt that in the National and Social 
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State our profession must fit its activities into the common weal and 
carry out its tasks to the benefit of this State. 

APPENDIX 

Extracts from the German Commercial Code 
* Section 260 

(1) The general meeting shall resolve on the annual balance sheet 
and profit and loss account (annual accounts), on the distribution of 
profit and on the discharge of the management and the supervisory 
board from liability for their conduct of the business. 

(2) The management must submit the annual accounts and a 
report to the supervisory board and must present these documents 
together with the comments of the supervisory board on the report 
of the management to the general meeting in the first three months 
of a financial year for the immediately preceding financial year. 
The statutes may provide for a longer period than three months, but 
the period shall not exceed six months. 

Section 261 

The following rules apply to the valuation of the individual items 
in the annual balance sheet : — 

(i) Fixed assets and other assets which are intended to be used 
permanently in the business of the company may be stated 
at the cost of acquisition or at the cost of production without 
regard to the fact that they have a smaller intrinsic worth, 
provided that the proportion of loss of value corresponding 
to the ratio between the period covered by the annual ac- 
counts and the period of probable useful life of the asset in 
question, is deducted from the figure at which the asset 
stands in the balance sheet or is carried in a depreciation 
account. In computing the cost of production a reasonable 
amount of depreciation and a reasonable proportion of the 
factory and administrative costs, corresponding to the 
time required for the production, may be added ; selling 
costs, however, may not be treated as factory or adminis- 
trative costs for this purpose. 
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Investments which are intended to form a permanent part 
of the company’s property, may be stated at the cost of 
acquisition without regard to the fact that they have a 
smaller intrinsic worth, provided that the general principles 
of honest accounting would not necessitate their being 
written down. 

(2) Investments and other assets which are not intended to be 
retained as such as part of the company’s property per- 
manently, including goods for sale and own shares held by 
the company may be stated either at the cost of acquisition 
or at the cost of production. In computing the cost of 
production regard may be had to the second sentence of the 
first subsection of i. 

If the cost of acquisition or of production of an asset 
exceeds the market (or stock exchange) value on the date of 
the balance sheet, the asset may not be stated at a figure in 
excess of this latter value. 

If, in cases where a market value is not ascertainable, the 
cost of acquisition or of production of an asset exceeds the 
value that may fairly be placed on it, the asset may not be 
stated at a figure in excess of this latter value. 

(3) The expenses of the formation of the company and of in- 
creasing its capital may not be shown as assets. 

(4) An asset may not be shown representing the goodwill 
attaching to the business. Where, however, the consideration 
given for the acquisition of an undertaking exceeded the 
value of the individual assets composing the undertaking at 
the time it was acquired, the difference may be shown as a 
separate item on the assets side of the balance sheet. The 
asset must be amortised in yearly annual instalments which 
must be reasonable having regard to the circumstances of 
the case. 

(5) Loans granted to the company must be shown under the 
liabilities at the amount which is repayable. If this amount 
exceeds the sum received when the loan was granted, the 
difference may be shown as a separate item on the assets 
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side of the balance sheet. The asset must be amortised by 
yearly instalments which may be spread over the whole 
period of the loan. 

(6) The amount of subscribed capital must be shown as a 
liability at its full nominal amount. 


Section 261 { a ) 

(i) The following items must be shown separately in the annual 
balance sheet, so far as the nature of the business does not necessitate 
a different classification ; a more detailed classification, however, is 
permissible : — 


A. — ^Assets 

I. Unpaid and uncalled capital. 

II. Fixed assets : — 

(1) Land. 

(2) Buildings — 

( a ) office buildings and dwelling houses ; 

( 5 ) factory buildings and other structures. 

(3) Machinery and fixtures. 

(4) Tools, factory and office furniture and furnishings. 

(5) Concessions, patents, licences, trade-marks and rights 
of a similar character. 

III. Holdings in other companies. In case of doubt a shareholding 

in a company which is equal to or exceeds one-fourth part 
of the capital of that company is to be regarded as a holding. 

IV. Current assets : — 

(1) Raw materials and operating suppHes. 

(2) Processed goods. 

(3) Finished goods. 

(4) Investments and securities held, provided that they 
do not fall under III, IV, Nos. 5, ii or 12. 

(5) Own shares belonging to the company (the nominal 
amoimt of these shares must be indicated), 

(6) Mortgages and land-charges held by the company. 

(7) Payments in advance effected by the company. 

(8) Debts due for deliveries of goods or services rendered. 
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(9) Debts due by subsidiary companies and by com- 
panies in the same group. 

(10) Debts due by members of the management or by a 
member of the management of a subsidiary company 
or of a company of which the company whose 
balance sheet is presented is itself a subsidiary or by 
the wife or children of such a member of a manage- 
ment or by any third party for account of such 
persons. 

(11) Bills receivable. 

(12) Cheques. 

(13) Cash on hand including credit balances with banks 
having the right of note-issue and with the postal 
authorities. 

(14) Credit balances with other banks. 

V. Items in suspense deferred to the following year. 

Liabilities 

1 . Subscribed capital, the total nominal amount of preference 
shares of each series must be shown separately ; if a class 
(series) of shares has been issued endowed with voting 
rights exceeding those of other classes (series) denomina- 
tion for denomination or where one class (series) of shares 
has voting rights in proportion to its denomination not 
corresponding with the voting rights attaching to the 
denomination of other classes (series) of shares, the total 
voting power of the thus preferred shares and of the non- 
preferred shares must be indicated. 

II. Reserve funds : — 

(1) Statutory reserve funds. 

(2) Other reserve funds. 

III. Reserves. 

IV. Depreciation reserves. 

V. Creditors. 

(i) Loans taken up by the company (if secured by a 
land-charge, this must be indicated). 
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(2) Charges resting on the land belonging to the com- 
pany, so far as they are not merely charges to 
secure the payment of a debt or in connection with 
loans taken up by the company. 

(3) Prepajmients of customers. 

• (4) Liabilities in respect of goods supphed or services 

received. 

(5) Liabilities to subsidiary companies or to companies 
within the same group. 

(6) Bills payable. 

(7) Liabilities to banks. 

VI. Suspense items deferred to the following year. 

(2) The profit or loss for the year must be shown in one figure as 
the last item of the balance sheet and must be segregated from the 
profit or loss carried forward from the previous year. 

(3) In the case of fixed assets and holdings in other companies 
increases or decreases in respect of each balance sheet item must be 
shown separately. Debts due to the company may not be set off 
against debts due by the company ; similarly charges on land, 
so far as they are not legally classifiable as debts due by the com- 
pany, may not be set off against the asset representing the value of 
the land itself. Items which are classifiable as reserve funds, reserves 
or depreciation reserves must not be included among the creditors 
of the company. If debts due to or by the company could be classified 
under several items, a note must be made to the item under which 
they are shown that they could be classified otherwise, if this is 
necessary in order to set forth the position clearly and perspicuously. 
Own shares of the company held by it may not be shown under other 
items. 

Section 261 { c ) 

(i) The following items must be shown separately in the profit 
and loss account, so far as the nature of the business does not necessi- 
tate a different classification ; a more detailed classification is, 
however, permissible : — 

I. Expenditure : — 

(i) Salaries and wages. 
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(2) Social services. 

(3) Depreciation of fixed assets. 

(4) Other amounts written off. 

(5) Interest paid (but only to the extent that it exceeds 
interest received). 

(6) Taxes on the property and income of the company. 

(7) All other expenditure except the cost of raw mater- 
ials and operating supplies or, in the case of a mer- 
chanting business, the cost of goods purchased. 

11 . Income : — 

(1) The balance of income after deducting the cost of 
raw materials and operating supplies or, in the case 
of a merchanting business, the cost of goods pur- 
chased and after deducting the items which are to 
be shown separately under Nos. 2-5 below. 

(2) Income from holdings in subsidiaries. 

(3) Interest receivable (but only to the extent that it 
exceeds interest paid) and other income from 
investments. 

(4) Special income. 

(5) Extraordinary receipts. 

(2) The profit or loss for the year must be shown in one figure as 
the last item of the profit and loss account and must be segregated 
from the profit or loss carried forward from the previous year. 



THE AUDITOR’S RESPONSIBILITY IN RELATION 
TO BALANCE SHEETS AND PROFIT 
AND LOSS ACCOUNTS 
THE AMERICAN POINT OF VIEW 

BY 

Robert H. Montgomery, C.P.A. 

During the last few years, in the United States, the whole question 
of the auditor's legal responsibility has been discussed at such great 
length and in such detail that one might think that we have been 
confronted with a new problem. However, instead of it being a 
new problem it is as old as the profession itself. We have nothing 
new to report because there has been no change whatever in our 
legal responsibilities. 

Our problem embraces four major considerations : 

(1) To what extent is an auditor liable to a client for negligence. 

(2) The scope of employment as affecting liability to clients. 

(3) The proposition that an auditor may be liable to third 
parties for negligence. 

(4) When gross negligence is so great as to be fraudulent and 
thereby create liabilities to third parties. 

I 

To What Extent is an Auditor Liable to a Client for 

Negligence 

The profession of public accounting in the United States is about 
fifty years old. When it started it automatically became subject to a 
principle of common law which had been in force in the United 
States for at least 100 years and much longer in Great Britain. The 
rule at that time and at the present time is that one who holds him- 
self out as an auditor for hire represents that he is capable of perform- 
ing such work in a skilful maimer ; and if he fails to do so, he is liable 
to his client for loss sustained by reason of his negligence. It is 
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not a rule which can be covered by specifications. There are certain 
logical modifications and limitations but each case of alleged negli- 
gence differs in its facts from every other case so that what may be 
held to be negligence in one case may be excusable in another. 

We all agree that where there is negligence, there is liability to 
clients. The following definition of negligence is quoted from 
Railroad Co, v, Jones, 95 U.S. 439-441 : 

Negligence is the failure to do what a reasonable and 
prudent person would ordinarily have done under the circum- 
stances of the situation, or doing what such a person under the 
existing circumstances would not have done." 

If in certain matters the auditor falls short of his real duty, 
it may be because, in all good faith, he holds a mistaken belief as to 
what that duty is. The auditor may conduct the audit honestly and 
carefully within the scope he understands it to cover. He may make 
an error of judgment, an error of judgment which may be the direct 
or proximate cause of disaster. 

Usually the auditor makes tests to determine the accuracy or 
sufficiency of the record. Much depends on these tests. 

In the Ultramares case (hereinafter referred to at more length) the 
Court of Appeals of the State of New York (the highest court 
having jurisdiction) considered the work usually performed by 
auditors. The following is quoted from Judge Cardozo's opinion : — 
Care should of course be taken to conduct the tests in such 
a way as to obtain the maximum assurance of regularity from 
the work done. Care should also be taken to indicate in reports 
and in certificates when the test-checking procedure is used, 
as distinguished from complete verification. A statement to 
this effect not only affords protection to the accountant but 
it enables the person who reads the report or reviews the state- 
ment to know what was done, and, therefore, to draw his own 
conclusions with respect to the soundness of the basis on which 
the accountant formulated his opinion." 

If the auditor offers his services in a calling that requires peculiar 
skiU, he is understood to possess the degree of skill that is common 
in that particular calling. If he fails to possess that skill he will be 



THE AUDITOR'S RESPONSIBILITY 


545 


liable to his client for resulting damages. As was said by a New 
York Court, in Smith v, London Assurance Corp,, 109 App. Div. 
(N.Y.) 889 (1905) : 

“ The plaintiffs do not challenge the proposition of law 
advanced by the defendant that public accountants now con- 
stitute a skilled professional class and are subject generally to 
the same rules of liability for negligence in the practice of their 
profession as are members of other skilled professions, and such 
is doubtless the law.'' 


II 

The Scope of Employment as Affecting Liability to Clients 

In determining whether or not an auditor has been guilty of 
negligence, it is necessary to consider specifically what he was 
employed to do. A client cannot expect a detailed audit where 
the auditor was engaged to make merely a balance sheet audit. The 
auditor should be careful, however, to obtain definite written instruc- 
tions to which he can refer and to limit his statements and certificates 
to the matters of which he has actual knowledge. 

Sometimes after a balance-sheet audit, specifically requested in 
writing, has been made and the report rendered, it is discovered that 
petty defalcations have been going on for a long time. It is natural 
for the client, in such a case, to criticize the auditor, but if the latter 
has specific instructions to which he can refer, he can clearly show 
that the detection of the small theft was not within the scope of 
the audit. 

The scope of the employment cannot be determined simply from 
the compensation paid, though in a doubtful case the amount of 
compensation would be some evidence of the character of the 
employment. An auditor may undertake to perform for one hun- 
dred dollars work for which the reasonable compensation is one 
thousand dollars. He will nevertheless be held to have agreed to 
exercise the skill of his calling in the work which he agreed to do. 

In some cases, clients may be shown to have caused the damage in 
question by their own carelessness. If the proximate cause of the 
loss was the negligence of the client's own officers or employees, the 
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auditor should be freed from liability, following the accepted 
principles of law. 

Damages to Clients for Negligence 
The damages, to which a client is entitled by reason of the auditor 
negligently performing his contract, will depend largely upon the 
facts of the particular case. There is no doubt that if the'^auditor 
negligently performs his duty the client is entitled to recover back 
whatever fees he has paid the auditor. Whether or not the con- 
sequential damage arising out of the auditor's neglect, should also 
be included as an item in the client's recovery, is a more difficult 
question. Many courts feel that it is not sufficient that the 
auditor's neglect was the proximate cause of the client's loss, but it 
is also necessary for the client to prove that it was reasonably 
foreseeable that neglect would cause such a loss before a recovery 
for consequential damages can be had. This view is well expressed in 
a decision from the highest court of one of our western states in 
City of East Grand Forks v Steele^ 121 Minn, 296, 45 L.R.A. (N.S.) 
205 (1913). 

This was an action to recover (first) the fees paid the auditor by the 
client, and (second) damages arising from the negligence of the 
auditor. The subject of privity of contract was, therefore, not in 
question, because the emplo3nnent was direct. The city was 
allowed to recover back the amount paid by it to the defendant for 
the services which were held to have been performed negligently in 
that they failed to discover embezzlements which had been occurring 
prior to and continued to occur subsequent to the audit. The de- 
mand for damages, however, was denied. Chief Justice Taylor 
remarked : 

Defendants represented themselves as expert accountants, 
which implied that they were skilled in that class of work. In 
accepting emplo}mient as expert accountants, they undertook, 
and the plaintiff had the right to expect, that in the performance 
of their duties they would exercise the average ability and 
skill of those engaged in that branch of skilled labour. They 
were employed to ascertain, among other things, whether any 
irregularities had occurred in the financial transactions of the 
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city clerk, and, if so, the nature and extent of such irregularities. 
If, from want of proper skill, or from negligence, they did not 
disclose the true situation, they failed to perform the duty which 
they had assumed, and failed to earn the compensation which 
plaintiff had agreed to pay them for the proper performance of 
such duty. 

'' The work of an expert accountant is of such technical 
character and requires such peculiar skill that the ordinary 
person cannot be expected to know whether he performs his 
duties properly or otherwise, but must rely upon his report as 
to the thoroughness and accuracy of his work. The full 
contract price having been paid in the belief, induced by 
defendant's report, that such report disclosed fully and accurately 
the condition of the city's accounts, the city is entitled to 
recover back the amounts so paid, upon proving that, through 
the incompetence or the negligence of defendants, the report was 
in substance misleading and false. 

. . . The damages claimed on account of the losses 
resulting from the defalcations of the clerk and the insolvency 
of his surety are too remote to be recovered, without showing 
the existence of special circumstances, known to defendants, 
from which they ought to have known that such losses were 
likely to result from a failure to disclose the true condition of 
affairs. Such losses are neither the natural nor the proximate 
consequences of the failure of defendants to make a proper 
audit. Neither are any facts shown from which it may be 
inferred that a loss from either of these causes was or ought to 
have been contemplated, when the contract was made, as 
likely to result from a breach of duty on the part of defendants. 

'‘If at the making of the contract and in the light of the 
knowledge then possessed by them, the parties had taken 
thought as to what consequences might reasonably be expected 
to result from its breach, there is nothing set forth in the com- 
plaint from which we can say that they ought to have foreseen 
or to have contemplated that the clerk was likely to commit a 
crime, or that his surety was likely to become bankrupt, and 
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thereby entail financial loss upon the city. There may be 
circumstances under which the negligence of an expert account- 
ant may make him liable for losses, as where he is employed to 
determine the amount that should be exacted from a surety for 
the default of his principal ; but the facts alleged in the com- 
plaint do not bring this case within any such rule.” 

III 

The Proposition that an Auditor may be Liable to Third 
Parties for Negligence 

It is a dangerous and far-reaching doctrine that an auditor or 
any professional man may be held responsible in damages for honest 
blunders to one who has not employed him, when there has been 
no privity of contract or direct relationship. If such an extension 
of responsibility should be made it would so expand the entire 
field of liability for negligence as to make it nearly, if not quite, 
co-extensive with that of liability for fraud. A change so revolu- 
tionary, if expedient, and if justified by current demands for higher 
standards of speech and conduct, must be vnrought by legislation. 

Auditors are not insurers. This is obvious and I shall not discuss it. 

No American case has been found holding an auditor liable for 
damages for negligently performing his services where there was no 
privity of contract or duty. In other words, to date we find no 
authority for allowing a third party to whom a financial statement 
has been shown to rely (contractually) upon the auditor’s certificate. 
There must be either privity of contract or some relationship akin 
to that of contract. 

What some believe to be an important departure from the rule is 
that announced by a court in the United States in which it was inti- 
mated that negligence may be so gross that automatically a doubt 
arises regarding the hona fid.es of the auditor’s certificate. The 
case in question is the UUmmares case, 255 N.Y. 88, 174 N.E. 441 
(1931). This was an action in tort for damages suffered through 
misrepresentations made by defendants. There were two causes of 
action : One for negligent misrepresentations and one for fraudulent 
misrepresentations. 
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One Stern & Co. employed the defendants, public accountants, 
to audit its books and to prepare a balance sheet. The defendants 
certified the balance sheet, presumably knowing that the statement 
was to be used by Stern to represent its financial condition in order 
to secure loans. There was, however, no specific mention of the 
plaintiffe, by name or other description. The balance sheet was 
negligently prepared, showing the firm to be financially sound when 
in fact it was insolvent. The books of the company had been falsi- 
fied to set forth fictitious accounts receivable, and these fictitious 
accounts had not been discovered ; or when discovered the explana- 
tions given the auditors by their client relative thereto were false ; 
and, as weU, various accounts receivable had been pledged simul- 
taneously at three or four different banks, which fact was not 
mentioned if discovered. In short, the balance sheet did not present 
a correct and true picture of Stern & Co.'s condition. Plaintiffs 
claimed to have extended credit on the strength of the statement 
certified by the defendants with resulting loss. The trial judge 
dismissed the cause of action for fraud and granted the defendants' 
motion to dismiss the action for negligence after the jury had 
returned a verdict for the plaintiffs. In other words the jury found 
the defendants guilty of negligence and responsible in damages to 
the plaintiffs who were third parties, but the trial judge dismissed 
the action on the ground that the defendants could not be held 
responsible to such third parties in damages for negligence. 

The Appellate Division (an appellate tribunal intermediate the 
trial court and the highest court of the State) affirmed the trial 
judge's decision as to the cause of action for fraud and reversed the 
decision as to the cause of action for negligence, relying principally on 
the case of Glanzer v. Shepard, 233 N.Y. 236, 135 N.E. 275 (1922), a 
case involving a certificate of a public weigher rather than an 
auditor. In other words, holding as the jury did — that the defend- 
ants were guilty of negligence and responsible in damages to the 
plaintiffs (third parties). 

The Court of Appeals (the highest court of the State) reversed 
the Appellate Division on both causes of action, holding that the 
defendants owed not only to the employer but to prospective 
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creditors and investors a duty to make their report without fraud, 
since the circmnstances showed that the balance sheet and auditor’s 
certificate would be exhibited to such persons, but stating that there 
was no liability to creditors or investors (where no privity of contract 
existed) merely for negligence. 

In rendering the opinion of the Court of Appeals, Chieff Judge 
Cardozo stated : “ The defendants owed to their employer a duty 
imposed by law to make their certificate without fraud, and a duty 
growing out of contract to make it with the care and caution proper 
to their calling.” The court further pointed out that if a duty to 
avoid being negligent with respect to creditors or investors were to 
be imposed, a thoughtless shp or blunder might expose accountants 
to a liability in an indeterminate amount, for an indeterminate 
time, to an indeterminate class. The court thought that this was 
too great a responsibility to impose upon the business of public 
accountancy ; that the earlier decisions did not establish such a 
liability ; and that creating such a duty would be too violent a 
legislative innovation for a court to make. In awarding a new trial 
to plaintiff on the fraud action, the court held that by the nature of 
their calling, public accountants profess to speak with knowledge in 
certifying a balance sheet, and that in this case a jury could well 
have found that the defendants had misrepresented their knowledge. 
The case, therefore, was sent back for a new trial on the fraud issue 
to determine whether the statement of opinion in the certificate 
that the balance sheet presented a correct view of the fin a n cial 
condition of Stem & Co. had been based on such flimsy grounds and 
such an absence of actual knowledge as to constitute fraud. The 
case was not retried, having been settled out of court. 

The tmth of the matter is that the service of the auditor chiefly 
consists of rendering an opinion. The opinion is based upon 
investigation and analysis, nevertheless it is stiU an opinion. If 
persons not directly concerned in the arrangement made by the 
auditor and his client suffer loss because they depended upon the 
opinion of the auditor, it is unfortunate for them. Nevertheless 
the fact remains that they are third parties. We cannot ignore the 
practical element which is that if auditors are to be responsible to 
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the world, they wiU have to increase their fees, since fees depend 
in part on risks assumed. 

The opinion of an auditor, however, as expressed in his certificate 
or otherwise does not expose him to liability beyond that growing 
out of his direct relationship to his client unless he has no genuine 
belief in his own statement or there has been such reckless mis- 
statement or insincere profession of an opinion as to bring his act 
within the category of fraud. In other words, if he does his work 
and expresses his opinion honestly he will not be held responsible to 
third parties for mere blunders or mistakes of judgment. 

Honest error is not always avoidable in human affairs but under a 
logical interpretation of the decision of the lower court in the 
Ultramares case, honest error would have made all the world forever 
a potential creditor of the practitioner of any profession. In that 
case, the auditor contended that where there is no privity of contract 
there can be no liability for negligence of the practitioner or his 
staff. In the highest court this contention prevailed. He is 
liable to his client and under certain very restrictive circumstances 
to one for whom he knows his work is intended. Except in case 
of fraud, he is not liable to strangers. Responsibility of auditors 
must be the same as that of other professional men. Auditors 
should not be exposed to liability to third parties ''in an indeter- 
minate amount, for an indeterminate time as to an indeterminate 
class." 

The foregoing is somewhat mercenary and represents an attitude 
of which we cannot be proud. But the cold fact stares us in the 
face that if auditors are to be liable to all persons into whose hands 
a copy of the documents delivered to clients may come, the financial 
responsibility incurred would be beyond the means of any firm of 
auditors to meet. The professional opinion of auditors should not 
carry any such obligation. 

Let us examine what constitutes privity of contract. How much 
knowledge is necessary on the part of an auditor to make him liable 
to a third, non-contracting, person ? Suppose a prospective or 
actual client comes to an auditor and says that he wants financial 
statements to show to 20 banks for the purpose of floating loans ; 
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would such a state of facts give rise to a direct or contractual relation- 
ship with each of the 20 banks ? At the present time — no. If there 
is a change it may come from the conduct of auditors themselves. 
Taking auditors at their word when they claim to be of value to 
credit grantors, any considerable number of cases of losses to third 
parties, because of negligence in the making of statements or giving 
of certificates upon which such third parties rely, might lead to a 
modification of the present limitation on the liability to third parties. 

The Ultramares case aroused great interest in the United States, 
particularly among the younger generation of auditors and lawyers. 
The following is a clearly stated criticism of the Court of Appeals of 
the State of New York for failing to hold the defendants in the 
Ultramares case liable on the cause of action for negligence. This 
appeared in a note in 19 California Law Review 454 {1930) at page 

456 : 

“ The defendants’ business was of a semi-public character and 
they knew that investors and creditors would rely on their 
certificates. A duty of ordinary care would not seem to be too 
great an extension of liability, for the jury would consider the 
severity of the penalty in arriving at its verdict. An accountant 
in making an audit owes a moral duty not merely to the client 
who retains him, but to all those whom he contemplates as 
invited to act on the faith of his certificate. This report was 
made for the purpose of giving information for influencing 
moneylenders and investors. Should not the moral duty to 
furnish correct information be recognised as a legal duty ? 
Should the responsibility extend only to those extreme defaults 
that can be classed as fraud, or should there not also be respon- 
sibility for those less serious defaults classed as negligence ? 
The court in the principal case {Ultramares) decided against the 
broader liability by more or less arbitrary limitation of the 
doctrine of Glanzer v. Shepard ...” 

The following is another comment on the Ultramares case which 
appeared in 16 Cornell Law Quarterly 419, at pages 425, 426 (1930) : 

“ The decision in the principal case seems to limit liability 
-for negligent verbal representations to three classes of cases : 
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(i) Where there is such a privity of contract between the 
plaintiff and the defendant that the former is led to believe that 
he is one of those persons specifically invited to rely upon the 
representation of the defendant. 

'' (2) Where the representation is made by a person engaged 
in a public calling (liability here having been imposed thus far 
only upon notaries). 

(3) Where the representation is made in reference to an 
article inherently or imminently dangerous to life or limb. 

'' The court in the principal case was faced with the question 
of whether the rule imposing liability for negligent misrepresen- 
tations had reached its ultimate limit of social usefulness. On 
the one hand, there was the benefit to society from holding public 
accountants liable for negligent errors ; on the other, was the 
possibility that the imposition of such an extensive and 
indeterminate burden might limit the activities of accountants 
and thereby deprive society of a substantial part of their 
services. The court seems to feel that the latter consideration 
is the more important and, therefore, placed a definite limit on 
the development of the rule imposing liability for negligence . . . 

"'It is true that to extend the liability of the defendants in 
the principal case to a ‘ multitude of possible investors ' might 
well be socially undesirable at the present time. It would 
seem, then, that although the decision on this point in the instant 
case follows logically from the interpretation placed upon 
Glanzer v. Shepard . . . yet had the court so desired it could 
have reached the opposite decision by placing a slightly more 
liberal, and apparently logical interpretation upon the previous 
cases. The real basis for the decision seems to be that the 
court believed that the rule imposing liability for negligent 
misrepresentations had reached its ultimate limit of social 
usefulness.'" 

I am not unmindful that frequently the auditor, before undertak- 
ing his work, is on notice (in many cases direct notice from credit 
grantors) that copies of his report and findings will be furnished to 
and rehed upon by credit grantors. Can he say that he does not 
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want his work to be relied upon or can he say that if relied upon and 
the credit grantor suffers a loss he will claim immunity from money 
responsibility on the ground that he had no direct relationship with 
the credit grantor ? Nine times out of ten, an auditor knows the 
precise purpose of the audit. In ten cases out of ten, if he does not 
know, he inquires — for it assists him in the form, the preparation, 
and the amount of details that he incorporates in his report. It 
should definitely be understood that, when credit grantors are 
instrumental in bringing borrowers and auditors together, the credit 
grantor has a high degree of protection in that the auditor's moral 
responsibility and professional standing are at stake, and that 
if the auditor is guilty of negligence the loss of prestige constitutes 
heavy punishment, which should satisfy the credit grantor. I 
repeat that the auditor is not an insurer. 

To hold the auditor responsible to third parties in money damages 
is too extreme a doctrine under present conditions. 

IV 

When Gross Negligence is so Great as to be Fraudulent and 

THEREBY CREATE LIABILITIES TO ThIRD PARTIES 

The legal responsibility of an auditor to persons other than the 
parties to his contract of emplo5nnent necessarily rests not upon 
contract principles but upon principles of tort law. 

As has been heretofore stated, negligence does not, of itself, 
render an auditor liable to third parties. Negligence may be so 
gross, however, as to constitute evidence of fraud or to be itself 
fraudulent. 

With respect to an action based upon fraud, certain essential 
elements are required. There must be a false representation of a 
material fact, which was known to be false by the party making it, 
or else recklessly made ; the misrepresentation must be made with 
intent to deceive and for the purpose of inducing the other party 
to act upon it ; the other party must in fact have relied on it to his 
injury or damage. Farrar v, Churchill, 135 U.S. 609. 

The broadest classification of fraud, and one which is essential to a 
complete understanding of an auditor's liability arising out of his 
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verification is actual fraud and constructive fraud. To constitute 
actual fraud there must be an intentional deception. Such cases 
do not furnish a very grave problem to an auditor. Constructive 
fraud covers the cases where a wilfully false representation is 
presumed from the circumstances of the transactions and the situa- 
tion of,the parties, and where a fraudulent intent may be imputed 
or inferred on the theory that one must be presumed to have intended 
the necessary consequences of his -own voluntary acts. Such a 
situation is, for example, where a person who is in a position to 
know the truth makes a representation as to a material matter which 
is untrue. In such cases the intent to deceive may be found from 
the fact that the representation was false without further proof of 
actual intent. Moreover, the intent is regarded as conclusively 
proved and a finding that there was no such intent will be dis- 
regarded. 

Consequently if a person making a false statement had shut his 
eyes to the facts or purposely abstained from inquiring into them, 
it would be held that he had no honest belief in their truth and was 
just as fraudulent as if he had knowingly stated that which was false. 
This rule was first definitely enunciated by Lord Herschell in the 
British Courts in Derry v. Peek (14 App. Cas. 337), which case in- 
volved a stock prospectus issued by directors of a company. Such 
a rule has been followed in general by most American jurisdictions. 

In the Ultramares case it was to determine whether or not the 
auditors or their agents had so closed their eyes to the facts as not 
to have an honest belief in their truth that the Court of Appeals 
sent the case back for a new trial. Judge Cardozo's position was 
that when the certificate on the balance sheet states that the figures 
in the balance sheet are in accord with the books, it is not merely a 
statement of opinion, but is a statement of fact which the auditors 
assert to be true. Judge Cardozo further amplifies this by saying 
that it is not sufficient that there is a correspondence between the 
balance sheet and the general ledger. The correspondence to be of 
any moment may not unreasonably be held to signify a correspon- 
dence between the statement and the books of original entry, the 
books taken as a whole. If that is what the certificate means, a 
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jury could find that the correspondence did not exist and that the 
defendants signed the certificates without knowing it to exist and 
even without reasonable grounds for belief in its existence.” 

The United States Supreme Court in Lehigh Zinc (S- Iron Co. v. 
Bamford, 150 U.S. 665, held that if statements of fact are made 
“ for the purpose of their being acted upon and they relate to 
matters which he is bound to know, or is presumed to know, his 
actual knowledge of them being untrue is not essential.” This 
language refers, of course, to fraud actions and Judge Cardozo cites 
this Supreme Court case in support of his position that a jury would 
be warranted in finding fraud because of the statement “ in accord 
with the books ” used by the auditors in the UUramares case. 

Thus the theory of liability for fraud has been gradually expanding. 
From the originally strict requirement that there must be a state- 
ment false to the knowledge of the defendant and made with the intent 
to deceive the plaintiff, the courts have progressed. They now hold 
that “ fraud includes the pretence of knowledge where knowledge 
there is none,” and where there is fraud the courts will allow pro- 
tection to a limited number of persons impliedly invited to rely upon 
the statements of those who make them. 

Auditors perhaps fear that they may be held guilty of fraud by 
some judge or jury if they have omitted or have done imperfectly 
one of the numerous things that they might do, but all of which, as a 
practical matter, it is impossible for them to do in any one audit. 
This is true, but it is no more true of auditors than of aU business 
men, and no more true of fraud than it has always been of negligence. 

If we interpret the Ultramares decision as the language seems to 
justify and if we may attempt to put it into ordinary straightforward 
statement, it seems that the sum of the whole matter is this : gross 
iieghgence may be regarded as evidence that fraud may have 
existed. That is to say, where a misstatement is due to gross 
negligence, intentional wrongdoing may be implied. 

Criminal Liability of Auditors 
Florida seems to be one of the few states which expressly have 
considered the liabilities of the professional auditor in their statutory 
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schemes of regulation. The Florida law provides (L. 1927, Section 
7875) as follows : 

" If any person acting in the capacity of an accountant shall 
wilfully make any false or misleading statement in writing in 
regard to any financial transaction or act, such person shall be 
deemed guilty of a misdemeanour. . . . 

So far no case has come up in the Florida courts construing this 
section. 

The Oklahoma statute (Okla, Stats. 1931, Section 4317) also 
approximates the Florida statute in that it provides '' any person 
holding a certificate under this act . . . who shall knowingly 
falsify any report or statement ... or audit . . . shall be 
guilty of a felony.” No case has construed this statute. 

The Texas Penal Code (Section 1133) provides that '' if any person 
practising in this state as a certified public accountant . . . shall 
wilfully falsify any report or statement . . . he shall be fined . . 
No case has construed this statute. 

Conclusion 

It is expected that the UUramares case will serve as a precedent in 
the United States in cases which even remotely resemble it. The 
decision is not in conflict with other decided cases. The judge who 
wrote the opinion of the court is now one of the Justices of the 
Supreme Court of the United States and stands exceptionally high 
for ability. 

It may be assumed that there must be some direct relationship 
between the auditor and one who claims to be injured or a suit for 
damages cannot be maintained ; that ordinary cases of negligence 
will be dealt with as heretofore ; that in cases of gross negligence 
there will be strict inquiry into the facts to ascertain whether or not 
the auditor was making statements " flimsy or recklessly given or 
without sincere or genuine belief ” ; and that the scope of employ- 
ment should be taken into consideration in determining liability 
and the measure of damages. 
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ADDENDUM. 

Since the foregoing was written the following laws affecting the 
profession have been enacted in the United States. 

Securities Act of 1933 (Public, No. 22, 73rd Congress), approved 
by the President, 27th May 1933 : 

Under our newly enacted Securities Act, practically a?l new 
commercial security issues must be preceded by statements which 
must be registered with federal authorities. Balance sheets and 
income accounts must be certified by an “ independent public or 
certified accountant.” 

Under the Act the responsibilities and liabilities of auditors are 
considerably broadened and enlarged. It is too soon to comment in 
detail upon the pertinent provisions of the Act since much depends 
upon the regulations and rulings which will be forthcoming in due 
course and, eventually, upon the interpretation of the Act by our 
Courts. 

In one particular the Act is quite specific and its apparent effect 
is to bring in the third party liability to an extreme degree. It 
purports to give to the individual purchaser of a security the right 
to sue the auditor whose certificate appeared in the registered 
statement or prospectus — 

In case any part of the registration statement, when such 
part became effective, contained an untrue statement of a 
material fact or omitted to state a material fact required to be 
stated therein or necessary to make the statements therein not 
misleading.” 

Care is taken to limit the liability to “ any person whose profes- 
sion gives authority to a statement made by him, who has with his 
consent been named as having prepared or certified any part of the 
registration statement, or as having prepared or certified any 
report of valuation which is used in connection with the registration 
statement, with respect to the statement in such registration 
statement, report, or valuation, which purports to have been 
prepared or certified by him.” 

The liability is hmited (but not much) by the following : 

In no case shall the amount recoverable under this section 
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exceed the price at which the security was offered to the public." 
and extended (considerably) by the following : 

'' The rights and remedies provided by this title shall be in 
addition to any and all other rights and remedies that may 
exist at law or in equity." 

Recovery of the original purchase price by the purchaser of a 
security is supplemented by the following : 

'' Any person who wilfully violates any of the provisions of 
this title, or the rules and regulations promulgated by the 
Commission under authority thereof, or any person who wilfully, 
in a registration statement filed under this title, makes any 
untrue statement of a material fact or omits to state any 
material fact required to be stated therein or necessary to make 
the statements therein not misleading, shaU upon conviction 
be fined not more than $5,000 or imprisoned not more than 
five years, or both." 

Laws of Pennsylvania. 

At the recent session of the Legislature of the State of Pennsyl- 
vania, the following penalty provision was enacted into law : 

(Act 1463, Session of 1933, signed by the Governor on 31st May 

1933) : 

'' Any person or persons practising as accountants, public 
accountants, auditors or certified public accountants in this 
State who shall wilfully issue or permit the issuance of any 
false statement of the financial transactions, standing or 
condition of any corporation, partnership, or individual business 
undertaking, shall be deemed guilty of a misdemeanour and 
upon conviction thereof be fined not more than two thousand 
dollars or imprisoned for a period of not less than ninety days 
nor more than one year or subjected to both said fine and 
imprisonment in the discretion of the Court." 



DISCUSSION 


The Chairman : Ladies and gentlemen, this morning's Sessian is to 
be devoted to a subject of great importance to our profession ; and we are 
fortunate in the fact that those to whom the task has been given of 
introducing this subject are men who, by their reputation throughout the 
world, and experience, are most fitted to deal with it with interest and 
profit to our Congress. 

I will now ask Mr. Henry Morgan to introduce his paper. 

Mr. Henry Morgan, F.S.A.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, in submitting the paper which I 
have had the honour of preparing for consideration by this Congress I am 
going to be very brief. 

The high position attained by the accountancy profession and its rapid 
growth in this country has been due in the main to three causes : Firstly, 
recognition by the profession of its responsibility ; secondly, the willing- 
ness of its members to undertake responsibility ; and, thirdly, their 
capacity to discharge it. In fact, it would be true to say that the 
accountancy profession has flourished on responsibihty. It would be a 
bad day for the accountancy profession if its members endeavoured to 
avoid responsibility ; but it is necessary that such responsibility as is 
imposed upon them should be fair and reasonable and that its extent and 
nature should be clearly defined. 

Now, I am going to conclude my opening remarks by relating to you 
an incident which occurred yesterday. I had the pleasure of attending 
the garden party at Lord Blender's, and when I came away I found that 
Mr. Hill was starting to return in his car at the same moment. I saw 
nothing of him during the return journey ; he had gone altogether a 
different way ; but we were both returning to Grosvenor House. When 
I was near the end of my journey there was a block in the traffic, and I 
looked at a car alongside and there was Mr. Hill. We bad gone by entirely 
different routes, but we had reached the same objective and at the same 
time. I think that that incident typifies the spirit in which members of 
the profession in this country regard the important subject of our discus- 
sion this morning. (Applause.) 
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The Chairman : I will now call upon Dr. Voss to introduce his paper 
to the Congress. 

Dr. Wilhelm Voss, Wirtschaftspriifer (Germany) : Mr. Chairman, 
my Lord President, ladies and gentlemen, I am sorry I have to begin 
with an excuse. I had to write on the auditor's responsibility from the 
Continental point of view, but when you read the paper you see that it 
contains* particularly the German viewpoint. The reason for that is the 
following : When I commenced the preparation of my paper I had the 
intention to give you a view of the actual and the legal position of our 
subject in all Continental countries ; but very soon I found out that it 
was quite impossible to realise my intention. Firstly, because I could not 
get sufficient information from all those countries in the time at my dis- 
posal ; and, secondly, because I saw that the result cf it would be to give 
you a broad picture of the whole. Consequently, I had to limit my subject 
to the conditions in Germany where new company law was introduced 
about two years ago with special provisions with regard to balance sheets 
and profit and loss accounts and for the compulsory audit. 

I have outlined the legal position in Germany not merely because I am 
representing a German institute but because 1 feel that those provisions 
are so far-reaching as to be of more than passing interest to the members 
of this Congress. 

I should like briefly to refer to the following main points : Firstly, in 
Germany the legal constitution of public companies and special Acts 
applicable to joint-stock companies differs materially from that in other 
countries. For example, in this country there is only one board of directors. 
In Germany we have the executive directors responsible for the manage- 
ment, and the supervisory board responsible for ttie supervision of the 
executive directors. The supervisory board is responsible also for the 
preparation of the annual accounts of the company ; but in addition the 
accounts must be examined by qualified accountants elected by the share- 
holders in general meeting. The auditor has to make a detailed report to 
the chairman of the supervisory board and he must certify the accounts 
before they are submitted to the general meeting of shareholders. 
Secondly, the auditor has to examine not only the balance sheet and 
profit and loss account, but also the annual report submitted by the 
executive board to the general meeting. This report must contain not 
only explanatory remarks in regard to the accounts, but also information 
regarding important developments and facts which are not necessarily 
reflected in the company's accounts. Thirdly, the auditor in Germany 
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is not responsible to the shareholders but to the company itself; in 
ether words, he can be sued only by the compam^ not by the share- 
holders, except when the grounds are criminal Fourthly, as you will 
have observed from my paper, the new law has indicated the lines on 
which balance sheets and financial statements should be drawn up. 
Of coarse it is not intended that these indications should be of a hard and 
fast nature. The auditor has to decide w^hether deviations fi'om the legal 
indications are or are not justified in the interests of the company as 
a whole. 

In conclusion, it will be observed that under the new' legislation in 
Germany considerably more information is being furnished in the annual 
report and accounts, and that it is the duty and responsibility of the 
auditor to satisfy himself that material facts are disclosed, unless, in his 
opinion, the disclosure would not be in the best interests of the company, 
and at the same time that the non-disclosure would not be detrimental 
to other interests concerned. I thank you very much. (Applause.) 

The Chairman : I will now ask Colonel Montgomery to introduce his 
paper. 

Colonel Robert H. Montgomery, C.P.A. (United States of America) : 
Mr. Chairmetn, my Lord President, ladies and gentlemen, I should like 
to subscribe to what Mr. Morgan said relating t(^ the importance of defin- 
ing our legal liability. It would be a waste of time in this audience to 
talk about our moral responsibility ; what we should do in all cases is to 
point out the importance of always doing more than legally we should 
do. I repeat that it would be a waste of time in this audience ; and, 
therefore, so far as I am concerned, and I think that applies to the other 
speakers, we are trying to determine the legal responsibility of an audit. 

The paper w^hich I originally submitted has been supplemented, and 
I would call your attention to the supplement, because if what is in the 
supplement had been known to me at the time I wTote the paper the 
whole paper would have been different. In other wnrds, what seemed 
to be a comparatively easy task when I undertook to write the paper 
became one of those almost insoluble things ; so I hope those of you 
who have had a copy of my original paper will have a copy of the supple- 
ment also, and direct your attention to the supplement even more than 
you do to the paper. (Applause.) 

The Chairman : I wall now ask Mr. Harold Kemp to open the dis- 
cussion. 
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Mr. Harold F. Kemp, F.C.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, it will be agreed that Mr. Morgan 
has given in the comparatively short space of his paper a most lucid, 
informative and comprehensive statement which will constitute a very 
valuable addition to the many commentaries which have been delivered 
on this important and difficult subject. He has sketched the develop- 
ments from the date of the original Companies Act in 1862 down to 
the present time, and has made apposite quotations from amending 
Acts and from judgments which have been given in our Courts on ques- 
tions arising out of companies' accounts referred there for legal de- 
cision. 

It may be worthy of incidental remark that when it is borne in mind 
that the Companies Acts have been in operation for over 70 years, and that 
the number of audited accounts which have been submitted to share- 
holders must have reached almost astronomical figures, the occasions 
have been comparatively few upon which it has been found necessary to 
take the opinion of the Courts on questions affecting the correctness of 
the accounts and the manner in which auditors have carried out their 
duties in connection with them. From one aspect this is a matter for 
congratulation, but at the same time it is the occasion of embarrassment 
inasmuch as the number of legal decisions which are available for our 
direction is limited as are the occasions on which judges have had an oppor- 
tunity of expounding general principles for the guidance of auditors. The 
inference, however, is, I think, justified that the rarity of these cases is an 
indication that the shareholding public have, on the whole, been satisfied 
with the form in which balance sheets and profit and loss accounts have 
been rendered. 

Another difficulty confronting the auditor lies in the fact that it is not 
easy to reconcile some of the observations of the Judges in their reviews of 
the cases submitted to them for decision, and as we know the legal view 
sometimes cuts across the almost universally accepted accountancy prac- 
tice in regard to certain matters. I need only mention as a simple illustra- 
tion of this point that whereas a company is under no legal obligation 
to make provision out of its profits for the amortisation of the cost of a 
leasehold property, in practice such provision would almost invariably be 
made. 

The matter of Mr. Morgan's paper is, if I may say so, admirably 
marshalled. He gives us in the first part an historical resume of the Acts of 
Parliament and judgments of the Courts that have a bearing on the subject. 
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followed in the latter part by certain constructive suggestions ; and, 
amongst other points, he quotes from a report of the Society of Incor- 
porated Accountants and Auditors issued in 1932, in which recommenda- 
tions for certain amendments of company law are made. 

It is on these recommendations, or some of them, that I propose to make 
a few observations, not in any controversial spirit or as representing any 
but my own individual opinions, but rather with the object of stimulating 
discussion on this interesting and important subject. 

It is well to bear in mind that the Act which now governs limited 
liability companies only came into operation at the end of 1929 and it 
was based on the report of a commission, the composition of which com- 
manded universal satisfaction. There is much to be said in favour of the 
view that any amendment to this Act is premature and that fuUer practical 
experience of its working should be gained before any attempt be made to 
modify it. History, moreover, teaches that no Act of Parliament, however 
widely drawn, can cover all possible sets of circumstances, and, further, 
that the ingenuity of the human mind can usually discover some means of 
getting round inconvenient provisions. 

Two of the recommendations in the report of the Society of Account- 
ants and Auditors referred to are to the following effect : — 

“ That the profit and loss account should show the true balance of 
profit and loss for the period covered by such account. 

That in the profit and loss account any debits or credits which 
are abnormal in character or extraneous in their nature to the 
ordinary transactions of the company, together with any reserve 
from a previous period no longer required, should be stated separ- 
ately.” 

Such provisions might conflict with a practice which is not unknown in 
many large undertakings, and while it would be conceded that they would 
clarify a point on which there is considerable difference of opinion, and 
would also relieve auditors from the necessity of forming judgments in 
many delicate situations, is it equally certain that such provisions would, 
on the whole, be to the advantage of the trading community and, in con- 
sequence, of the shareholders ? Practising accountants would probably 
have little difficulty in recalling from their own experience cases in which 
the provision made out of profits for an inner reserve has been of in- 
estimable value as a buffer against some of the many untoward contin- 
gencies to which trading and financial businesses must be liable, and an 
obligation to disclose such a reserve in the accounts with an intimation of 
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its nature would in many instances defeat its purpose, or at least largely 
discount its value. 

May I, by way of illustration, give a hypothetical but by no means im- 
probable instance of what I have in mind ? The directors of a manu- 
facturing company are confronted with the early termination of a trade 
agreement which has for some years been in operation between them- 
selves and their competitors, including some foreigners, and which is 
unlikely to be renewed, and they desire out of profits of a year to set aside a 
substantial sum to secret reserve to strengthen the hands of the manage- 
ment to meet the rate war with which they may be 'threatened. The dis- 
closure of this appropriation on the face of the accounts would involve the 
risk of precipitating the very event which the directors, in the interests of 
the company, were most anxious to avoid, and yet the absence of some 
such secret fighting resource might well endanger the very existence of 
the company. Examples of the same kind could readily be multiplied. 
For accounts to be in such circumstances issued to shareholders without 
any reference to these appropriations would be wrong, but would not 
the reasonable requirements of the case be met by making it clear in cases 
where the disclosed profits of the year have been depleted by transfers to 
some contingency account that the balance is shown after making pro- 
vision for contingencies " ? Similarly, where the profits of a year have been 
fortified by transfers from provisions made in earlier years and now no 
longer required, that the profits shown should be stated to include trans- 
fers from provisions now no longer required." 

It is not suggested that the adoption of some such phraseology would 
absolve the auditor from any further obligation with regard to transac- 
tions of this nature. It would still be required of him to be satisfied by 
inquiry that any proposed transfers between profit and loss and secret 
reserve accounts were reasonable in amount and that there were circum- 
stances to justify them. These questions must be to some extent matters 
of degree, and each case must be dealt with on its merits, but it seems open 
to doubt whether the compulsory disclosure of these extraneous items 
would not in many instances be detrimental to the interests of the share- 
holders. To put the directors too much into leading strings in such a 
matter may be to destroy their initiative and may tend to deter men of 
light and leading from undertaking the duties and responsibilities of such 
offices if their discretion is to be so limited in what is in the main a matter 
of policy. Notwithstanding some notorious misdemeanours, do not the 
records of the past, on the whole, justify reliance on the integrity, probity. 
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ability and judgment of the men responsible for the direction of the 
company's affairs rather than on the rigid formulas of Acts of Parliament ? 

Mr. Morgan speaks of an auditor reporting specifically on the profit and 
loss account as well as on the balance sheet. Does this mean that if the 
profit and loss account does not show in figures the true profit of the year 
(see page 514 of his paper) the auditor must mention the amount by which 
the actual earnings have been diminished or increased by any transfer ? 
This might prove to be a serious interference with the directors' discretion, 
who, after all, are the elected appointees of the shareholders to manage 
businesses in the best interests of the shareholders, and I might point out 
that directors of wide experience and sound judgment in the manage- 
ment of great enterprises have not, so far as I know, advocated revision of 
the 1929 Act in the direction urged by Mr. Morgan. 

In the report of the Incorporated Society of Accountants and Auditors, 
it was admitted that difficulties might arise in giving effect to their sugges- 
tions in the case of banking and similar institutions, and herein seems to 
lie a grave objection to their adoption. It is weU known that leading banks 
have strong internal reserve positions and it is a matter of common agree- 
ment that such positions are essential to their stability and consequently 
to the welfare of the commercial community whom they serve, but if it is 
proposed to exempt these institutions from such clauses in the Com- 
panies Acts, it might well lead to serious confusion, in view of the great 
difhculty of defining with precision the nature of aU institutions to which 
the exemption should apply and the temptation that would arise to bring 
other enterprises within the scope of the definition. The widest powers 
are often given in the memorandum of a company of a commercial 
character and such powers have been known to include what may be 
regarded as banking. 

It will be appreciated that these few observations are not intended as a 
comprehensive survey of Mr. Morgan's admirable paper, but are only 
designed to open a discussion in which opinions on this and other aspects 
of the subject will, it is hoped, be freely ventilated. (Applause.) 

The Chairman : I will now call upon Mr. Van Dien of Holland to open 
the discussion on Dr. Voss's paper. 

Mr. E. Van Dien (Holland) : Mr. Chairman, my Lord President, 
ladies and gentlemen, one may, perhaps, be allowed to ask whether 
it is quite correct to have papers read on The Auditor's Responsi- 
bility from the British, the Continental and the American 

Points of View." It is, of course, possible to judge of this respon- 
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sibility in relation to the laws of various countries, but then the 
question is, in the first place, a legal one, even though it may be most 
interesting for public accountants. In this connection, however, one can 
only speak of a “ British " point of view, as (of the three above-named 
countries) it is only in Great Britain that a uniform jurisdiction exists, 
giving final decisions binding for the whole country. The matter, however, 
becomes a little more complicated when one wishes to speak about an 
American point of view, as the various States of North America have each 
their own legislation, administered and interpreted by the Court of Appeal 
of each individual State. Nevertheless, I can quite imagine that one is 
inclined to speak of an American point of view, seeing that in many re- 
spects the United States form a unity. But, in my humble opinion, it is 
quite impossible to speak of a Continental point of view, if by continent 
one means the Continent of Europe. This continent at present consists of 
some thirty countries, each having its own legislation, its own history, its 
own culture, and consequently its own opinion on all kinds of questions. 
I can quite imagine that on some points of law Swedes and Greeks both 
have their own well-founded opinions and that these opinions are as far 
asunder as the poles. Consequently the idea that Dr. Voss gives us the 
Continental point of view will lead to misconceptions. Here one can only 
speak of a Continental point of view, and nothing else. 

My opinion is that in this Congress the question should only be con- 
sidered apart from any jurisdiction whatever ; that is to say, from a 
technical point of view. Lord Plender (then Sir WiUiam Plender) defined 
this in his paper, '' The Accountant’s Certificate in Connection with the 
Accountant’s Responsibility ” (Amsterdam, 1926), as to be : “ in such a 
manner as to indicate the fundamental principles which every accountant 
should bear in mind, when called upon in the exercise of his professional 
duties to prepare and attach his signature to a certificate.” And then he 
rightly added that '' no such (legal) limitation should be permitted to 
lessen the duty, prescribed by a code of professional honour, which he 
owes not only to his client but to the public, to the profession and to his 
own reputation.” 

Professor Limperg took up the same attitude in Amsterdam when he 
wrote : I think of nothing but the responsibility from a technical and 
moral standpoint, apart from any civil or criminal liability, therefore also 
apart from any legal regulation, and so on.” 

If the question is considered from this point of view it matters little 
what legal stipulations determine the line of conduct of the accountant ; 
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if the law should contain unlooked for stipulations in conflict with the 
code of professional honour/' the public accountant's choice would not be 
difficult. I am not going to speak on Dr. Voss's paper as mentioned in the 
programme, but I am speaking on the subject as a whole as I have studied 
the three papers together. 

I make some general remarks on the subject as follows : Whaf: is now 
the principle which ** the code of professional honour " prescribes for us ? 
I regret to have to state that not in each of the three above-mentioned 
papers is to be found a clearly defined rule. Colonel Montgomery gives us 
in his incomparably lucid style a clear explanation of the legal responsi- 
bilities, based on legal decisions in various parts of the United States, as 
cited by him. I do not agree with Colonel Montgomery's opinion that it 
would be a waste of time to speak on other points than legal liability. 

Dr. Voss restricts his treatment of the subject to his own country, in 
accordance with the legal stipulations which have only been in force 
there for a short time. 

Mr. Morgan alone of the three gives, apart from the legal stipulations, an 
elucidation of the recommendations of the Society of Incorporated 
Acountants and Auditors regarding the profit and loss account, and thus 
shows us what, in the accomtant's opinion, determines his responsibility 
irrespective of law and jurisdiction. 

In this way we get an opinion as to the responsibility of the accountant 
independent of legal adjustment, consequently seen from “ a technical 
and moral standpoint." But if we consider the recommendations carefully, 
it strikes us that only one of them is formulated in very general terms, 
and that Mr. Morgan makes various observations about the other which 
greatly qualify the contents. 

The first recommendation (page 513) runs : — 

{a) That the profit and loss accounts should show the true balance 
of profit or loss for the period covered by such account. 

This proposal, however well it may be meant, says little. The conditions 
are complied with when one side of the account contains in one amount 
the balance of a " trading account," and when this balance is called on 
the other side of the account, the balance of the profit and loss accoimt. 

The other recommendation is indeed worded more precisely. It 
runs: 

(J) That in the profit and loss account any debits or credits which are 
abnormal in character or extraneous in their nature to the 
ordinary transactions of the company, together with any reserves 
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from a previous period no longer required, should be stated 
separately. 

It is, however, striking that he immediately continues : ”1 ought to add, 
however, that some directors and others responsible for the management 
of public companies would assert that compulsion to adhere to this 
principle in all circumstances would not be in the best interests of share- 
holders."' 

And here we come to one of the causes of the problem, to which atten- 
tion may be drawn separately. Reference is repeatedly made to the 
interests of the shareholders and to the necessity of giving them full 
information. And even in the address to the jury in the Royal Mail trial, 
Mr. Justice Wright asks : '' If shareholders do not know, and cannot 
know, what the position is, how can they form any view about it at all ? ” 

The question for me is always whether it is so necessary to let the 
shareholder know the ins and outs of everything. The position of share- 
holders with respect to joint-stock companies is quite different from that 
of partners with respect to a firm. At any moment shareholders can 
liquidate their interests in a company, and do so as soon as they see any 
advantage in it. Information given to the shareholder is often nothing 
else than information given to the speculator, whose one wish is to make 
as much money as possible out of the company and then to transfer his 
interests to others. In many cases the shareholder is the company’s 
worst enemy ; and it seems to me that the private interests of the 
shareholder are often in conflict with the actual interests of the joint- 
stock company. In my opinion, the interests of the individual share- 
holder may not be taken as directive in formulating the responsibility 
of the auditor. 

Consequently, I certainly do not endorse the opinion of Dr. Voss that 
“ we are responsible not only to the company but also to its executives, 
to the shareholders, to creditors and to the public " ; it seems to me 
that this opinion is not serviceable as a scientific formula for the 
responsibility of the accountant. 

The more one considers the problem, the more it proves to be impossible 
to define this responsibility otherwise than in a very general sense. 
Colonel Montgomery states the situation correctly when he says that 
“ the service of the auditor chiefly consists of rendering an opinion,” and 
I am in perfect agreement with him when he says that where there is 
negligence there is liability.” But he rightly postulates at the same time 
that, ” What may be held to be negligence in one case may be excusable 
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in another/' This description, in conjunction with that given by Lord 
Plender in Amsterdam, is, in my opinion, the only directive for the 
determination of the accountant's responsibility. 

However, I can quite imagine that many consider this formula too 
vague to serve as a directive in case the material responsibility of the 
accountant has to be determined by the Judge. Therefore, I nray point 
to Dutch legislature which, although couched in very general terms, 
also contains sufficient stipulations for the material responsibility of the 
accountant. 

By Articles 1401, 1402 and 1403 of our Civil Code, which articles are 
taken practically in their entirety from the French Code Civil, the 
following stipulations are made : 

1401 : Every unlawful deed, by which damage is caused to another, 
places the person through whose fault this damage has been 
caused under the obligation of indemnifying same. ^ 

1402 : Everyone is responsible, not alone for the damage caused by 

his own deed, but also for that which he has caused by his 
negligence or carelessness. 

1403 : One is not alone responsible for the damage caused by one's 

own deed, but also for that which has been caused by the deeds 
of persons for whom one is responsible, or by transactions 
under his supervision. Parents and guardians are responsible 
for the damage caused by minors domiciled with them and to 
whom they act in loco 'parentis. 

Masters and those who appoint others to act for them are 
responsible for the damage caused by their servants or sub- 
ordinates in the performance of activities for which they have 
employed them. 

Schoolmasters and foremen are responsible for the damage 
caused by their pupils or by their men during the time that 
they are under their supervision. 

The responsibility mentioned above ceases if the parents, 
guardians, schoolmasters and foremen prove that they could 
not have prevented the deed for which they would have been 
responsible. 

A logically consistent application of these stipulations is, in my opinion, 
sufficient for all countries to punish those who, through negligence, fall 
short in their duties as auditors. And Article 1403 even holds them 
responsible for the negligence of their subordinates. 
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It goes without saying that not only negligence, but also design, falls 
within the meaning of these stipulations. 

And it is not necessary to tell this meeting that expulsion from the 
profession is a severer punishment than any legal punishment whatever 
for him who intentionally neglects his duty. (Applause.) 

The Chairman ; I will now ask Mr. Parton to open the discussion on 
Colonel Montgomery's paper. 

Mr. J. Parton, F.C.A. (Canada) : Mr. Chairman, my Lord President, 
ladies and gentlemen, in reading Colonel Montgomery's paper I have 
taken the view that we an getting information from the various parts of 
the world on the principles and the practices of those parts. Secondly, 
in opening the discussion on Colonel Montgomery's paper, I have treated 
it rather as an informative paper than a discursive one ; and since he is 
speaking from the American point of view and I come from Canada I 
think you will find I have not gone very far into preaching sermons (shall 
I say ?) ; I have tried to give you some real information regarding Canada. 

The first point that strikes one in Colonel Montgomery's address is 
that there appears to have been very little in the way of statutory 
enactment in the United States regarding audits or auditors' reports. 
That comment was written before I saw Colonel Montgomery's supple- 
ment, but I do not think it makes very much difference with regard to 
my remarks. This is very different apparently from the position either 
on the Continent of Europe, the British Isles, or in Canada. 

I believe that in Canada we have as much in the way of statutory 
enactment in this regard, if not more, than any other country. Un- 
fortunately, people in Canada have yet to learn a good deal regarding 
the scope of audits and auditors' responsibilities. I think it is the common 
experience of all Canadian practitioners to find clients expecting the 
auditor to assume considerably more duties and responsibilities than 
would ordinarily be expected in countries where the profession had 
been more definitely and firmly established, at any rate, than it is in 
Western Canada. Such additional duties which seem to be expected, and 
which are usually resisted by the auditor, have at times gone into the 
realm purely of management, which calls to my mind a colleague of mine 
making the statement once that a certain client seemed to expect us 
to carry out managerial duties for an office boy's salary." (Laughter.) 

I should like to interpolate a word that in making these comments 
I am not unmindful of the remarks in Professor Annan s address, nor the 
further comments which have been made this morning. 
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Another difficulty with which we in Canada are confronted is the 
unfamiliarity on the part of some of our judges regarding auditors’ work. 
Colonel Montgomery states (p. 545 ) • “ H the proximate cause of the loss 
was the negligence of the client's own officers or employees, the auditor 
should be freed from liability, following the accepted principles of the 
law." In a recent case heard in Winnipeg, in which the judgment in the 
first instance was against the auditors, the judge gave his judicial pro- 
nouncement that "when the defendants assumed their duties, and 
continued to carry them out from year to year, the necessity for special 
vigilance by the plaintiff as against its employees was removed." In this 
particular case, senior officials of the company involved had admitted 
in evidence that they had signed cheques and passed numerous transac- 
tions without any inquiry. I am very glad to say, however, that since 
landing in England, I have heard that this judgment has been reversed 
on appeal. 

The subject under discussion is narrowed to the matter of balance 
sheets and profit and loss accounts. I have done some searching and have 
made a number of inquiries, but, while there have been a number of 
cases in Canada, as far as I can gather all these have been connected with 
the matter of the non-detection of frauds and defalcations, and have had 
no connection, except indirectly, with responsibility for financial state- 
ments. We therefore have to rely largely on British cases, although 
American cases are sometimes cited and possibly would have some 
weight in our Courts. 

Canada has nine provinces, each of which has its own Companies 
Act, in addition to a Dominion Companies Act. All these Acts differ in 
many materials. Most of them, however, require balance sheets to be 
drawn up in a certain manner, and to disclose certain specified things. 
The requirements for auditors' reports to shareholders under the Dominion 
Companies Act are exactly the same as those in the British 1907 Act, 
quoted in Mr. Morgan's paper on page 495, The Manitoba Companies 
Act has two clauses in similar terms, with a further clause in which the 
auditor is expected to say " whether all the transactions of the company 
that have come within his notice have been within the objects and power 
of the company, to the best of his information and belief." I believe 
the other provinces have similar clauses in the case of ordinary companies. 

These latter clauses gave those of us who were in Manitoba some little 
trouble, because originally it did not include the rider " to the best of 
his information and belief," which I have mentioned above, and counsel's 
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opinion was that the auditor must report in the words of the Act, making 
a definite statement that transactions were or were not within the power 
of the company, and not just expressing an opinion. Representations 
were made to the Government of the province, which finally resulted in 
this qualifying clause being added. It had to be pointed out, of course, 
that Chartered Accountants were not, and did not profess to be, lawyers, 
and that it might frequently happen that transactions may take place 
which would require not only a legal opinion to decide, but possibly even 
a judicial pronouncement. 

The Canadian Bank Act has a somewhat similar requirement, and 
various provinces have also enacted legislation of a similar nature regard- 
ing trust and loan corporations. Ontario goes perhaps further than any 
other Canadian Government in issuing, under powers conferred by the 
Act, a “ Memorandum of Rules for minimum auditing requirements of 
loan and trust corporations registered in Ontario." This memorandum is, 
to all intents and purposes, the audit programme. Under the same Act, 
the auditor is required to make the statement that, ** after due considera- 
tion, he has formed an independent opinion as to the position of the 
corporation ; that, with his independent opinion so formed and according 
to the best of his information and explanations given to him, he certifies 
that, in his opinion, the statement sets forth fairly and truly the state of 
the affairs of the corporation ; that aU transactions of the corporation 
that have come within his notice have been within the powers of the 
corporation." 

Many opinions have been expressed by various practitioners on the 
meaning to be Mtached to this phrasing, and the responsibilities in which 
the auditor is involved. Personally, I am of the opinion that it really 
means no more than is indicated by the report on companies in general 
quoted above, and which, as I have stated, was copied by Canada from 
the British 1907 Companies Act, If it means anything at all to me, it is 
simply that our Legislatures are trying to emphasise what are already 
decidedly the auditor's responsibilities. With the older form of report, 
the auditor merely says " In my opinion." The newer phrasing is simply 
emphasising the fact that, if an auditor gives an opinion, it is to be his 
own independent opinion, and not anyone else's ; and I do not think 
this is really any different from the older expression. 

Another requirement under the Loan and Trust Corporations Act is 
that certain returns are to be made to the Government. Such returns 
include, inter alia, an afiidavit, made by the auditor, again giving all the 



574 


THE AUDITOR'S RESPONSIBILITY 


particulars as mentioned above, but with a further statement that he is 
performing the duties set out in the memorandum of rules for minimum 
auditing requirements as hereinbefore mentioned, or, if not, also stating 
in what particulars he has made any omissions. This probably does make 
a real addition to our responsibilities, yet not a very great one, as these 
Government requirements are not onerous, and some of us think they 
do not go far enough. So far as I can gather, most of us carry out more 
than is specified in these minimum requirements. 

A recent further responsibility which has been laid on auditors in 
Canada comes under various Provincial Acts known as '' Security Frauds 
Prevention Acts." These enactments arose from a number of prosecutions 
of people who were operating stock brokerage offices some few years ago 
in which considerable amounts were frequently lost by investors, and the 
provisions of this Act require all stock exchanges to make rules for the 
audits of the accounts of their members. The different provinces have 
some different requirements, but I think they all are intended to deter- 
mine whether or not a broker is solvent, and in a position to meet his 
engagements. The one I know most about myself is the Montreal Stock 
Exchange, which does not require figures from the auditor or from the 
broker, but does require a statement from the auditor that the broker is 
or is not solvent, the auditor being instructed as to the manner in which 
he should make up the computations for the purpose of determining 
whether the broker is solvent or not, according to the definition given 
to the word by the Stock Exchange Committee. It might be of interest 
for you to know that one requirement is that the broker is not allowed 
to place any value on his seat on the Stock Exchange in making up the 
statement of solvency. 

Colonel Montgomery speaks of the " Balance Sheet Audit." We have 
generally come to the conclusion in Canada that there is no such thing as 
a " balance sheet audit " contemplated by our statutes. It does not, by 
any means, foUow that a detailed audit is necessary in every case, nor 
that the auditor must ignore any internal audits and internal checks 
which are being performed. We believe we have the right to take cog- 
nisance of any means instituted by a client to prevent or detect petty 
frauds and errors, and, if in our judgment there is an efficient system 
in this regard, that we can modify our work accordingly. The question 
as to whether specific arrangements can be made with clients regarding 
the amount of work to be done is still sub judice, although at the moment 
the case I have in mind has gone in the auditor's favour. 
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I have felt that the best way to open this discussion is to state a series 
of facts on Canadian requirements, since the United States is so close a 
neighbour, and I hope these will be found informative, and assist in the 
further discussion which is to follow. I would also like to say that I have 
endeavoured to avoid long citations or matters which might have tended 
to lengthen my remarks unduly. I have, however, various copies of 
statutes and other matters mentioned, and should be very glad to show 
them to and discuss them with any of you who may be interested. Those 
papers are not in this room. If you want to see them you can see them 
afterwards. 

To prevent any misunderstanding of the general tenor of my remarks, 
perhaps it will be as well for me to say, in conclusion, that Canadian 
accountants do not take a narrow view of their duties by sticking to the 
letter, which killeth,” but they do try to act with the spirit, which giv- 
eth life.” In more modern terms, we do not act on the mere phraseology 
of our statutes, but do our utmost to carry out all that that phraseology 
implies . (Applause . ) 

The Chairman : There are many this morning who have expressed 
their willingness to take part in this discussion, but none whose views 
we shall not wish to hear. I am afraid I must ask those who speak to be 
brief in their remarks, Mr. Van Dien has made a suggestion. He has 
suggested that it might be useful if the red light were coupled to an 
explosive bomb. (Laughter.) I will not tell you whether his suggestion 
has been adopted. 

I will now call upon Mr. Fumival Jones to address you. 

Mr. E. Furnival Jones, F.C.A. (Great Britain) : Mr. Chairman, 
ladies and gentlemen, I must ask you to excuse any shortcomings in 
what I have to say, owing to the nervous disturbance from which I 
have suffered since I saw the notice about the red light as I came into the 
room, and the uncertainty as to what is to happen if one ignores the 
last one. (Laughter.) It has upset my nerves to the extent that I have a 
feeling that I am rather entering into a relay race, and I expect the chair- 
man to start me off with a pistol, and the last speaker to hand me a stick. 

The time being so limited, and the principal thing which I wish to say 
being to thank those gentlemen who have written these admirable papers 
for our discussion to-day, and to congratulate them upon their efforts, 
I thought it would probably save time if I omitted my speech and said 
it with flowers and just handed them an appropriate bouquet of white 
lilies, indicating the blameless character of the accountant's profession. 
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(Laughter.) I think we aU owe a very great debt of thanks to them, because 
I believe, as Colonel Montgomery suggested, it requires a certain amount 
of courage for a professional man to discuss his responsibilities in public. 
One of the wise sayings which have guided my life, the author of which 
the Chairman wiU remember, is this : Never try to practise what 
you preach." (Laughter.) You will probably only succeed in. bringing 
your principles into contempt. That, of course, is not intended as a sneer 
against high principles, but as a warning against the bad habit of preach- 
ing. (Laughter.) The danger to the professional accountant who preaches 
regarding his responsibility is that he may be expected to practise what 
he preaches. If he sets his principles too high he may fail to live up to 
them. If he sets them too low, the public may weU ask : What is the use 
of an auditor ? We can avoid this by sticking to generalities ; but all 
our speakers who have written papers for us this morning have had the 
courage to deal with particular circumstances and particular facts. I 
am naturally most interested, practically interested, in the English and 
the British point of view, and I have read Mr. Morgan's paper with greater 
care than the others. I should like to congratulate him particularly on the 
excellent historical survey of the responsibility of auditors as expressed 
in our legislation and in the decisions of Judges. I should also like to say 
that I believe the ideals which he expressed will meet with general assent 
from all. I am only, like Mr. Kemp, a little bit hesitating and diffident 
when it comes to practical suggestions as to further legislation. As I 
gather from Mr. Morgan's paper, running through it is a suggestion that 
in the past auditors have taken rather too narrow a view of some of their 
statutory duties. I am afraid that a narrow view — I am speaking with 
great modesty ; I am putting my opinion forward — ^will always be taken 
of statutory requirements. When any definite duty is put into an Act of 
Parhament it tends to become the maximum and not the minimum duty. 

Towards the end of his paper, Mr. Morgan uses a phrase which was used 
long ago by a Judge, I think, of calling the auditor the watch-dog, which 
reminded me of the remark of the gentleman whose name I have not, I 
think, permission to mention, but who is well known to many of you, who 
when that phrase was used some years ago, said : Yes, we are described 
as watch-dogs. I sometimes think we are like my little dog which only 
barks when the bell rings." (Laughter.) There is a danger that if you put 
too many bells into an Act of Parliament, the barking will be confined to 
the occasions when the bell rings, and I think it is not quite the British 
point of view, the British method, to rush very readily into legislation. 
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My reading of history of British law in all things is that it has followed 
a good way behind public opinion and public practice as interpreted by 
Judges. Probably some of our visitors from abroad could tell us of the 
dangers of legislating in advance of public opinion. We do not want to do 
that. And a good illustration of this method can, I think, be found in the 
history qi legislation as regards auditors, which we find in Mr. Morgan's 
paper. For forty years or so there was no statutory duty to have an 
auditor at all, but most companies had auditors. Even in the present 
Companies Act there is no definition as to what an “ auditor " shall be — 
what his qualifications shall be. I imagine it would satisfy the Act if we had 
a tinker, a sailor, a soldier, a baker, a beggarman, or even a thief, as 
auditor ; but the directors who have the nomination of auditors have 
always appointed expert accountants, the very class who are most quali- 
fied to catch them out if they do anything wrong. The same as regards 
the duties of auditors ; they are very vaguely defined. Even the one dutjr 
w^hich is fairly defined in what the}^ shall report about the balance sheet is 
full of qualifications ; it simply says, as you will remember, that we 
report according to the best of our information, according to the books of 
the company, according to the explanations given us, without taking the 
trouble to provide beforehand that the person appointed must be one who 
is competent to make a selection of the information given to him, to 
understand the validity of the explanations given to him, or even to 
understand the books of the company. 

Now, I gather from Dr. Voss's paper that German legislation is pro- 
viding for most of these things, and definitely it says what shall be the 
qualifications of an auditor. It says to him that he shall report ; it says 
how the accounts shall be prepared. I should very much like to wait 
and see what is the practical effect of that legislation in Germany, even 
allowing for the different conditions there, before we start on any legisla- 
tion here ; and if we do I think it will be well to go further back and begin 
to say what a Chartered or Incorporated Accountant shall be, just as we 
do in certain special Acts now, and to cover a much wider field than is 
covered hy these proposals, which have been approved, excellent though 
they may be, in principle. We must also, I think, try and educate public 
opinion as to what a shareholder has a right to receive. I was delighted 
with Mr. Van Dien's remarks on that subject. Shareholders must not 
expect too much ; they cannof get it. I think that at every shareholders' 
meeting, at the back of the platform should be Tennyson's words : We 
have but faith, we cannot know." (Laughter.) 
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If any of us were asked to advise a person whether to buy a business, 
I do .not think any of us would say we had got sufficient information to 
advise him from any printed balance sheet that we have seen. We 
should want to know a very great deal more than that ; and yet the 
Stock Exchange and other people who fix prices — I do not pretend to 
understand the methods they adopt — advise their clients to buy_ and sell 
shares on information which would be insufficient to enable us to advise 
our clients about buying a business. That is inherent in the nature of 
companies ; it cannot be done ; they must have faith ; and I do not 
think that it does any good to pretend that it is ever possible to publish 
any statement of manageable proportions on information which is going 
to give a shareholder anything like the knowledge to enable him to 
exercise an effective control over the business. It would be better, I 
think, to agitate that private individuals should be prevented from 
holding ordinary shares at all. (Laughter.) They should buy them 
through organisations that are able to exercise control. I think that is 
a point that is well worth considering, and the whole limits of the 
possibility of information to be given in balance sheets is one to which 
we might well devote some time in discussion. 

I had a great deal more to say, as most of us could have done, on this 
subject, but I have overlooked the red light and I am not sure how long 
it has been going, so I shall retire before the explosion. (Loud applause.) 

The Chairman : I will call upon Mr. Hinnen, of Holland, to address the 
Congress. 

Mr. G. K, H. Hinnen (Holland) : Mr. Chairman, my Lord President, 
ladies and gentlemen, with great interest I have read the papers concerning 
this subject. 

When I received the programme of this Congress I saw that Mr. 
Morgan would treat the British, Colonel Montgomery the American, and 
Dr. Voss the continental point of view. As a Dutchman I belong to the 
Continent of Europe, and therefore I was especially interested to learn 
from Dr. Voss the continental point of view. 

But I must say that I was somewhat disappointed when I received his 
paper. He deals only with conditions in Germany, while he says that 
his remarks are substantially equally applicable to the remaining conti- 
nental countries. I doubt whether this is right in all respects. I cannot 
speak for the other continental countries, but the ideas in my country 
are not quite the same as those of Dr. Voss. 

He says : '' The work of the auditor ends with the issue of the certificate 
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and with the report to the supervisory board/' In my country there are 
many accountants who are of opinion that an auditor is also responsible 
for the financial communications in an annual report, which also contains 
the balance sheet and the piofit and loss account of which he approved. 

In his book '' Handbuch fiir das Revisions-und Treuhandwesen/' 
Dr. Voss considers the test-checking procedure permissible. In my 
country we do not think it permissible for the approval of the annual 
accounts. This does not mean that every entry in the books should be 
verified ; in many cases also with the aid of so-called audits of totals a 
substantially complete verification can be obtained. 

At the end of his paper Dr. Voss says that our profession must carry 
out its tasks to the benefit of the State. I am anxious to hear how it 
should be done. I think this claim should be put down to the present 
political situation in his country. In my opiniun, the benefit of a State 
is best served by a sound business life. 

Now, coming to Mr. Morgan’s paper, I must say that I fully agree 
with his pleading against secret reserves. Also, in my opinion, a balance 
sheet that contains secret reseiwes does not show a true and correct view 
of the state of the company’s affairs. 

Further I agree with Mr. Morgan that the auditor’s responsibility for 
the profit and loss account should be placed beyond question. In my 
country the leading societies of accountants have enacted in their 
'' Regulations for the Performance of the Audit ” that the signature of 
a balance sheet by a member means the approving of the balance sheet 
and the item brought in from the profit and loss account. Though 
mention is not made expressly of approving the profit and loss account, 
it is beyond question that this is implied. 

My Society, the Nederlandsche Bond van Accountants, has further 
enacted that if a member does not sign a balance sheet, but reports upon 
this balance sheet, it is assumed that he approves of the balance sheet 
unless he makes a statement to the contrary. 

I will end by expressing my thanks to the writers of the papers for the 
clearness with which they have explained the situation in their respective 
countries. (Applause.) 

The Chairman : I will now ask Dr. Draganescu Brates, of Roumania, 
to address the Congress. 

Dr. P. Draganescu Brates (Roumania) : Mr. Chairman, my Lord 
President, ladies and gentlemen, I take the liberty of making a few remarks 
on Dr. Voss’s paper regarding the auditor’s responsibility (I should say 
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the responsibility of accountniits and auditors) in relation to balance 
sheets trom the contiiiental point of view. 

Dr. ’Voss has agreed he has not treated Lhc suoject from the continental 
point of view because he had not sufficient iiiforniation (that is according 
to Einstein's formula) regarding the principles of our responsibility, and 
in a quotation of Professor Limperg, Holland, Dr. Voss limited his 
viewpoint and dealt in a more detailed manner with the conditions in 
Germany. But as Dr. Voss recognises that each country has its own 
system of law for dealing wicli these matters, I think he could have made 
a brief comparative research in regard to the basic condiLions in France, 
Italy, Switzerland, Roumania, Austria, and some other European 
countries at least. 

And, furthermore, as Dr. Voss emphasises the responsibility for the 
normal audit of the annual accounts, he should not have regarded the 
auditor only as an auxiliary of the supervisory board, but as a member 
of that board. 

And this is a point upon which I should like to insist. In most countries 
on the Continent the members of the supervisory board— comite des 
commissaires — aufeomptes aufsichtsrat — censors they are called in 
our country — are lawyers, engineers, physicians, clericals, Ac., men who 
have not a proper training for perfonning their tasks, who have no 
responsibility towards the body of specialists, who have no real sense of 
responsibility in so far as they accept a rew^ard for a duty which they are 
not capable of fulfilling. We succeeded in Roumania in passing a law 
requiring that one of the censors of limited companies created after the 
law had passed through Parliament (July 1921), and having at least 
5 millions as capital, should be an accountant ; but the other censors 
are ail sorts of men. 

I think that this is an anomaly wEich should come to an end. We 
have to ask — as far as the Continent is concerned — that not only our 
responsibilities should be defined, but that none should be allow’-ed to 
certify a balance sheet as correct unless he is qualified to do so. We 
shall ask penalties from those who would assume a task for which they are 
aware they cannot be made responsible, just as w^e should have to pay a 
penalty if we signed a medical certificate, or a blood test certificate. 

And, in conclusion, I would say that I quite agree with the author 
when he says that “ audit is often regarded by the public as a mere 
formality, while it has a considerable importance." But that is also 
due to the small amount of interest our profession has stimulated in the 
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public mind. We should make people understand our motto : No 
rights without corresponding duties and responsibilities. (Applause.) 

The Chairman : I now call upon Mr. Fukatko to address the Congress. 

Mr. Ing. Jar. Fukatko (Czechoslovakia) : Mr. Chairman, my Lord 
President, ladies and gentlemen, the speakers before me have very com- 
prehensively discussed the subject on hand from the point of view of the 
legal regulations of their respective countries. 

Allow me to add a few observations as to the question of the auditors’ 
responsibility in Czechoslovakia as well as in the other countries of 
Central Europe, by which I mean Austria, Hungary, Poland and Yugo- 
slavia, the legal regulations of these countries being approximately of the 
same structure. 

Up to the present compulsory auditing of balance sheets of the different 
companies by expert auditors has not been ordered, although the societies 
of expert auditors have long been trying to bring about its introduction. 

According to the present legal status audits in public and private 
limited companies are being performed by elected supervisory boards — 
usually consisting of three members — as a part of their supervising 
duties, or by at least two inspectors of accounts. 

A member of supervisory boards or an Inspector of Accounts may 
be any person who is in possession of all rights and has been elected for 
the exercise of the supervising functions by the general meeting. Un- 
fortunately, unlike in Great Britain, it has not become customary in 
practice to appoint as members of the supervisory boards professional 
auditors or expert accountants' — the result being that their influence in 
this field of audits is still rather small and it is owing to this circumstance 
that the institution of supervisory boards in our public and private 
limited companies often fails. 

Under the present law the supervisory organs have the duty to examine 
the balance sheet and the profit and loss account and the appropriation 
account. A report on the results of their examination must be presented 
to the general meeting every year. It has become customary for the 
supervisory organs to submit to the general meeting a detailed audit 
report together with the proposal to grant or refuse discharge from 
responsibility to the Board of Managers. Moreover, they attach at the 
foot of the balance sheet a special certificate in which they summarise 
their total audit judgment. 

In the wording of the certificate we find both the audit judgment 
which certifies the correctness of the balance sheet as to figures as well 
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as contents, and a confirmation certifying only the numeric accordance 
of the balance sheet with the books. The responsibility arising for the 
supervisory organs is two-fold ; under civil law and under criminal law. 
The extent of both responsibilities is laid down by the regulations ordering 
that the supervising activity must be exercised with reasonable careful- 
ness of a good business man. 

Under civil law the supervisory organs are responsible for any damage 
caused to the company by gross negligence on their part. They can be 
prosecuted under criminal law if they have committed a fraudulent 
action in their audit report or certificate. Fuller regulations as to the 
contents of the audit report and responsibilities of auditors exist m case 
of private limited companies whose audits are performed by expert 
auditors on the proposal of the minority of shareholders at the general 
meeting. In such cases the expert auditors are obliged to work out a 
report in which must be stated : (i) whether they have obtained all 
information and all explanations they have asked for ; (2) whether the 
balance sheet exhibits a true and correct view of the financial position 
of the company. The contents of the certificate which the expert auditors 
give in this case is similar to the wording of the certificate in use in 
Great Britain. 

In addition to compulsory audit by statutory organs of public and 
private limited companies, there exist in Czechoslovakia the so-called 
compulsory autonomous audits of co-operative societies undertaken 
either by auditor associations, unions, through their own expert auditors 
or by auditors appointed by Courts of Justice or by the Provincial Govern- 
ment. A special law has laid down the rules to govern the auditors in 
the exercise of their duties. They have also the duty to examine the 
balance sheet and the profit and loss account. They are obliged to give 
a written report about the results as to both the material and the formal 
correctness. 

The responsibility of co-operative auditors is regulated by Common 
Law and its extent is the same as in the case of supervisory organs in 
public and private limited companies. If we appreciate the extent and 
contents of balance sheet audits and the responsibility of auditors in our 
country we must say that there prevails a lack of unity and clearness. 
The main causes responsible for this unsatisfactory state are to be found 
in the following circumstances : (i) The too general character of the 
legal regulations as to the contents of the audits of the balance sheets 
of public and private companies ; (2) The absence of legal regulations 
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as to the expert qualification of companies' auditors, resulting in the 
auditing function being frequently entrusted to persons who lack the 
necessary qualities for the exercise of their function and thus have no 
realisation of their responsibility. Our auditor associations are trying 
to bring about improvements in this respect. The main principles that 
we lay down are as follows : (i) The auditor should not by the contents 
of his certificate arouse greater confidence than is justified by the extent, 
contents and progress of his auditing work ; (2) A satisfactory certificate 
can be based exclusively on a thorough and material audit of all accounts 
and not only on the numeric accordance of the balance sheet and of the 
profit and loss account with the books ; (3) The limits of an auditor's 
responsibility are given by the purpose of the audit and of the certificate, 
by his professional care that can be expected solely from a qualified 
auditor, and, lastly, by his subjective judgment ; (4) Further, we recom- 
mend that the certificate should contain references to the detailed report 
as far as given by the auditors. (Applause.) 

The Chairman ; I now call upon Mr. Wardhaugh to address you. 

Mr. John B. Wardhaugh, C.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, I am glad that the title of the 
papers so admirably submitted permits of the treatment of the subject 
from a broad point of view and not merely from the point of view of the 
simple limits of an auditor's responsibility. 

In my view, it is at least open to question whether a restatement of 
our duties and obligations in more detailed form in a new Companies Act 
would be advantageous either to the shareholder or auditor. What, in 
ihy opinion, is wanted is a disposition on the part of auditors to take a 
broad view of their responsibilities. For example, although they may 
have no power to compel a company to adopt a particular form of accounts, 
they should exert their influence with directors to ensure that the pub- 
lished accounts are so framed as to be not merely '' within the law " but 
reasonably informative to the shareholders. This particularly applies to 
the profit and loss account, and where this account is appended to the 
balance sheet reported on by the auditor there seems to be no doubt that 
he is responsible for its form and content. 

It may be felt that our position would be easier if there was a statutory 
definition of a profit and loss account and what it should contain, but one 
has only to try and frame such a definition to realise how difficult the 
task of definition is, and he does not go far before he is met in one form 
or another with the anomaly of a so-called true " profit and loss account 
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co-existent with what are in essence inner or secret reserves. On these 
questions it will be difficult to obtain statutory enactment, but I would 
suggest in passing that our hands would be greatly strengthened if the 
Stock Exchange could be prevailed upon to make it a condition of quota- 
tion that certain specified information be given in the published accounts. 
Even a clear indication of their views and of the consequences of failure 
to comply with them would have a salutary effect. 

A step in this direction has recently been taken by the New York Stock 
Exchange in announcing that the stocks of a certain company would 
be stricked from the Stock Exchange list on a specified date unless prior 
thereto the company furnished stockholders with adequate information 
regarding the company's affairs and agreed with the Exchange as to the 
manner in which the financial reports of the company would be published 
in the future. 

In the meantime, what attitude is to be observed regarding the con- 
troversial subject of inner reserves ? Whatever may be the opinion as 
to the disclosure of the creation of such, it appears clear that where the 
profit and loss results of a year have been appreciably affected, (a) by the 
utilisation or bringing to credit of any reserve fund (whether such reserve 
fund has previously been disclosed or not), or {b) by bringing to credit 
any excess of a provision previously made for an estimated liability over 
what is found to be the actual requirement, we must see that the amount 
of such reserve fund or excess provision brought to credit is disclosed in 
the profit and loss account or that at least a note stating that such a 
credit has been made before arriving at the figure of profit and loss shown 
in the account. 

Again, a company may not be bound at law to write down its fixed 
assets and it may be sufficient to indicate that they are stated at cost," 
but the auditor should exercise a careful and independent judgment as 
to the valuation ; and, where necessary in the interests of the share- 
holders, he should express to them his opinion. Where he has strong 
grounds for doubt as to the sufficiency of a provision made, but is unable 
to express a definite opinion, it may be advisable for him to state that fact. 

Where the auditor is unable to satisfy himself independently as to the 
correctness of the valuation of stock in trade and work in progress it may 
be desirable in certain cases that he should indicate in his report the extent 
to which he has accepted the inventory and valuation upon the certificate 
of the company's officers. 

Where it is anticipated that a loss will be sustained on the completion 
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of current contracts for the purchase or the sale of raw materials or other 
stock, or on the completion of work in progress, suitable provision against 
such loss should be made. Where provision is not made the matter may 
call for reference in the auditors' report. 

It frequently happens that commitments have been made for the ac- 
quisition of fixed assets which not being yet due, at least in entirety, do 
not automatically register in the balance sheet. The auditor should see 
that the extent of such commitments is clearly indicated. 

Where litigation is pending careful consideration should be given to 
the probable financial effect thereof on the company and the advisability, 
always keeping in view the interests of the company as litigant, that some 
reference to such liability should be made in the accounts or in the auditors' 
report. (Applause.) 

The Chairman : I will now ask Mr. Thomas Keens to address you. 

Mr. Thomas Keens, F.S.A.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, from the general discussions 
which have taken place this morning it seems to me that we have to come 
to consider broadly the question as to whether any amending legislation 
of the Companies Act in this country is required, or whether it is not 
altogether premature. I have not heard in the discussions this morning 
any very severe criticism of Mr. Morgan's paper, or of the general con- 
clusions to which he comes. But it all comes back to this, as to whether 
or not, having regard of course entirely to the Companies Act in this 
country, that so soon after an Act of Parliament which only came into 
operation in 1929 any further amending legislation is required. 

, I am very much indebted to Mr. Kemp for that very fine paper which 
he has given us in opening this discussion, and I am also extremely thank- 
ful to Mr. Fumival Jones for introducing a little touch of humour into 
proceedings in which it is extremely difficult to get any. I was also 
delighted when he dropped into poetry although I had a horrible feeling 
that he was going to quote instead of Tennyson the words, “ All hope 
abandon ye who enter here." At any rate, we were spared that. 

But let us just look at this one important question, and I think that is 
all I can profitably add to the discussion this morning. We all know that 
it is the practice of the Government of this country in promoting legis- 
lation dealing with companies first of all to appoint a Departmental 
Committee, and then, generally speaking, the legislation which is intro- 
duced is based upon the report of that committee and follows very directly 
upon it. Those of us who had anything to do with the Companies Bill 
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prior to it being an Act know very well that the only possibility of getting 
even .the smallest amendment introduced was by way of consultation 
with the President of the Board of Trade before the Bill was introduced. 
Once having been introduced, the Government stick to the report and go 
through with it. 

No one denies for a moment that the Committee which was appointed 
prior to the Bill which ended in the Act of 1929 was a very strong com- 
mittee — an extremely strong committee. The accountancy profession 
was very well represented on it. They did their work admirably ; but in 
the view of those of us who formed the special committee appointed by 
the Society of Incorporated Accountants — ^we were appointed especially 
to consider the Act of 1929 in the light of subsequent happenings ; and 
we came to the conclusion — ^we were forced to the conclusion — that if 
that committee had had in front of it when it was sitting the information 
which is now at the disposal of all of us it is more than probable that 
their recommendations would have been different in character ; and 
that is what we believe will be the case now. We also say this, that it is 
utterly impossible in the present state of the profession in this country, 
in spite of everything that we believe, of the standing of our colleagues 
and the independence which they manifest, but it is absolutely impossible 
for the smaller man in this country who is not in the position of un- 
questioned superiority and eminence occupied by the large firms to take 
that view of extreme independence which the situation requires unless 
he is backed up by Act of Parliament — (applause) — and we therefore 
suggest that it is not premature that the Government should be asked 
to appoint another committee in the light of recent happenings, and that 
among the things which they should deal with should be the problems 
which are dealt with in this report. In addition to this, I would suggest 
off my own bat that there should be steps taken so to protect the position 
of the auditor that even if he be the smallest man who has to think of his 
bread and butter he should be able to stand up and occupy the position 
of independence which he ought to stand up and do. (Applause.) No one 
would desire to shirk responsibility, but we do ask that in assuming those 
responsibilities, in carrpng out our duties to the public, we should have 
the protection and support of an Act of Parliament. In my view, amend- 
ing legislation is now required and should be proceeded with. (Applause.) 

The Chairman : I will now cah upon Mr. Charles Reid to address 
the Congress. 

Mr. Charles Reid, D.S.O., M.A,, C.A. (Great Britain) : Mr. Chairman, 
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my Lord President, ladies and gentlemen, I would like to congratulate 
Mr. Morgan on the clear and fair manner in which he sets forth the posi- 
tion of auditors in this country. I do not, however, agree with all Mr. 
Morgan's conclusions. 

In the first place, Mr. Morgan describes with great care a recent case — 
the Royal Mail Steam Racket case — and he proceeds to draw conclusions 
from that case. In my opinion, there are no new conclusions 
affecting auditors to be deduced from that case for the following 
reasons : — 

(1) Because the accounts in question were issued prior to the 1929 
Companies Act, which, as Mr. Morgan admits, contains important 
provisions as to the contents of balance sheets and the auditor's 
responsibility. 

(2) Because auditors are, and in my opinion always have been, 
definitely responsible that the figure which is stated as the profit 
or loss for a period is as true and correct a figure as is possible to 
ascertain in the circumstances of each case. 

If the balance sheet is correctly stated it follows that the 
profit and loss balance is also correctly stated. 

(3) As regards secret reserves, I feel sure that the majority of our 
profession agree with Lord Blender's statement which is set out 
fully on page 503 of Mr. Morgan's paper. 

I can see no breach of accountancy principles, or of the auditor's duty 
in regard to the non-disclosure of such reserves except in cases of abuse. 
There is just one question I would like to ask the writer of the paper — 
>vhether he would regard as untrue balance sheets and profit and loss 
accounts which do not take into account the unrealised appreciation in 
fixed asset values, and the difference between the cost price of current 
assets and their equivalent cash realisation values. 

The public have two safeguards : — 

(1) Section 124 of the Companies Act, which prescribes the manner 
in which facts are to be disclosed in a balance sheet ; 

(2) As I have said before, the auditors are responsible that the figure 
which is stated as the profit or loss for a period is as true and 
correct a figure as is possible to ascertain in the circumstances 
of each case. 

This would preclude the utilisation of reserves in any manner which 
might be misleading. 

After all, a balance sheet is a picture of the position of a company at a 



588 


THE AUDITOR'S RESPONSIBILITY 


stated moment as a going concern, and not a mathematical tabulation of 
figures representing certainties. 

The main point in this paper on which I disagree with Mr. Morgan is 
his proposal that further responsibility should be placed on auditors by 
means of legislation. 

Is not he confusing two distinct issues : 

(1) The amount and nature of information given in the published 
accounts of companies ? 

(2) The position of the auditor in relation thereto ? 

With regard to the former, in reference to holding companies and 
subsidiary companies, I would like to endorse the conclusion of Sir Albert 
Wj^on in his paper dealing with that subject : “ The solution of the 

problem is not to be found in legislation, though laws more helpful than 
those now in force in this country could doubtless be devised, but laws 
cannot usefully set a standard of conduct such as directors and auditors 
truly concerned for the welfare of shareholders would wish to adopt, but 
only a minimum standard to which even the least conscientious must 
adhere or be subject to penalties. Neither directors nor auditors should 
be satisfied with bare compliance with such statutes, nor should the 
accountant be content merely to adopt and follow public opinion ; 
in a field in which his experience gives him special competence he should 
aim to lead public opinion in the right direction. To achieve our full 
measure of usefulness we must combine honesty, independence and 
care in discharging our responsibilities with a broad view of the 
limits of those responsibilities and a willingness to extend those 
limits to meet the changing needs of business and of the investing 
public.^' 

Now take the position of the auditors in relation to the published 
accounts. Our textbooks give as the chief object of an audit : (i) the 
detection of fraud ; (2) the detection of errors ; but, in my opinion, the 
main object of an audit, in particular that of a public company, is to 
have an independent opinion as to the manner in which the accounts 
are stated, i.e. to see that capital and income are properly distinguished ; 
in other words, that the accounts are drawn up on sound principles. 

Incidentally, audit fees are obviously based on the principle that the 
duties of auditors are limited to the primary object. 

Under the present Companies Acts, the auditor's responsibilities are 
quite wide enough. These Acts broadly define the scope of an audit, but 
the Acts do not limit the scope which is only measured by the auditor's 
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personal sense of professional responsibility. I feel confident that this will 
continue to be of a very high standard. 

The Company Law Amendment Committee in 1926, after hearing most 
representative evidence, came to the conclusion — That the great 
majority of companies in this country are honestly and conscientiously 
managed."' 

The report also comments on the fallacy in the idea which prevails 
in many quarters that fraud or other malpractices in relation to companies 
can be stopped by Act of Parliament. As Mr. Colin Brookes states in his 
book on the Royal Mail case : '' Hard cases make bad law — a sound 
axiom. 

As a matter of interest, I set out to find what was the standard of 
honesty in this country. I put the question to an Inspector of Taxes in 
the City of London : WTiat percentage of taxpayers make correct 

returns of their incomes in 3^our district ? " The answer was 70 per cent. 
It may be that the figure for Scotland is even higher — (laughter) — ^but 
I have no figures to support it. 

I thank you for your patience in listening to my remarks, and I would 
conclude by saying that though Mr. Morgan and I may look at the 
problem we are discussing from a different angle, our objective is identical, 
namefy, true accounts. (Applause.) 

The Vice-President: Mr. Chainnan, my Lord President, ladies 
and gentlemen, I should like, in common Vvdth the speakers who have 
preceded me, to express my acknowledgments to Mr. Henry Morgan, 
Dr. Voss, and Colonel ^iontgomery for their able contributions towards 
the w^ork of this Congress. They have put before us some valuable 
information, and I am quite certain that when this gathering has passed 
by we shall all be glad to make ourselves further acquainted with what 
the}/ have said, also and with the contributions which have fallen from 
other speakers. 

I do not like to talk about myself personally, but I should like to make 
my position clear. I think it is only right to the Congress that I should do 
so. I am no longer practising as an accountant, having retired from 
practice about two years ago, but owing to my training and long associa- 
tion with the profession I am endeavouring to fulfil that useful purpose 
to which Plis Royal Highness Prince George referred in his speech the 
other night — to be the accountant member of some boards of companies 
and to endeavour to look after the interests of shareholders who have some 
millions of capital invested in them. I feel that in everything I do I am 
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indebted to the profession in which I have been brought up and in which 
I have passed nearly all the years of my life ; therefore, I am intensely 
jealous of the position of the profession and of the position of the auditor 
which is under discussion to-day. In any remarks I have to make I wish 
to point out that I have no concern whatever for the speculator. (Hear, 
hear.) The speculator adds nothing whatever to the production or 
prosperity of his country, but puts his hand into the pool in the hope that 
he will pull out something belonging to someone else. (Hear, hear, and 
laughter.) Sometimes he gets hurt in the attempt, and I shed no tears 
for him at all ; but do not forget that the majority of the shareholders of 
companies in Great Britain and Ireland — I wish to confine myself for the 
moment to Great Britain and Ireland — are bona fide shareholders who are 
helping industry and commerce by making their contributions to the 
common capital, and whose interests should be adequately protected. 
Personally, I think that in these days, having regard to the complications 
of modern business, shareholders are really the backbone of British 
enterprise. 

I have listened carefuUy to the observations of Mr. Fitch Kemp, who 
bears one of the most honoured names in our profession — (hear, hear) — 
but I do not agree with Mr. Fitch Kemp’s conclusion in one respect. I 
will make only this one reference to a report which Mr. Fitch Kemp 
brought to your notice — the report on the Companies Act, 1929, of the 
Society of Incorporated Accountants and Auditors — to which I was very 
glad indeed to put my name, I am not prepared to withdraw anything 
to which I have appended my signature. There is also one point on which 
I do not altogether agree with what my friend Mr. Keens said this morn-^ 
ing. The question is not before this Congress whether we desire or do not 
desire fresh legislation. If the Government should set up a Committee 
to consider whether fresh legislation is desirable or not, then we have got 
to show that we do not fear any investigation that may be made into the 
manner in which auditors have discharged their duties. (Hear, hear.) 

Mr. Keens referred to the last Companies Committee — the Greene 
Committee — and it is perfectly true that in the evidence taken, I think 
about the year 1925, certain practices which disclosed themselves in what 
I may call the disastrous boom of 1927 and 1928 were not brought before 
that Committee, nor could they have been. What happened during that 
boom has not been forgotten by the public, and has seriously disturbed 
public confidence, not in our ‘profession, but in the administration of 
certain companies with which Mr. Morgan has so ably dealt. 
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I am speaking subject to correction, but I do not think that any auditor 
has been condemned either by a Criminal or a Civil Court since the 1929 
Act of Parliament came into force. Do you not think that our proper course 
is to say to the authorities : “In any inquiry you make we are willing 
to attend and give you any assistance in our power." I do not think it is 
our business here at this Congress to put forward any scheme, but I do 
think we in Great Britain should make our position absolutely clear that 
we do not fear any investigation which may be made as to the manner 
in which our duties have been discharged. 

In conclusion, I wish to refer to the observations of my friend Mr. 
Charles Reid on secret reserves. No one in this Congress has a greater 
respect for Lord Plender's opinion than I have, but side by side with 
Lord Plender's opinion is the statement of Lord Wright (then Mr. Justice 
Wright). May I read just a few lines from it with regard to secret reserves : 
“ They may work very weU in many cases, the practice has been followed, 
no doubt, by many concerns of the highest standing. On the other hand, 
it may be the subject of almost intolerable abuse. Such a system may be 
used to cover up negligences, irregularities, and almost breaches of faith." 
Surely a statement like that, coming from a Judge of the position of 
Lord Wright, cannot be put lightly on one side. I feel that if a case is 
made out for further inquiry into the administration of companies, the 
duties of auditors, and any analogous questions, we as members of the 
profession should welcome the opportunity of showing the faith that is 
in us, and the manner in which we have discharged our duties. (Applause.) 

The Chairman : I will now call upon Mr. Woolley to address the 
, Congress. 

Mr. F. Woolley, F.S.A.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, you will I am sure quite understand 
me when I say that one feels one's position a little in following immedi- 
ately after a speech by Sir James Martin ; but I do feel that not only 
this Congress, but that the responsible commercial and financial interests 
will appreciate the further service that has been done by the combina- 
tion of the papers we have before us this morning, and so far as Great 
Britain is concerned, the comprehensive paper which Mr. Morgan has 
presented to us. 

Mr. Morgan takes a broad and generous view of the duties of auditors. 
He makes no attempt in this paper to limit them by somewhat circum- 
scribed language in an Act of Parliament ; he places upon those duties a 
moral consideration which I think we shall all agree must always find a 
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very strong place in our consideration of these matters. 

The discussion lias centred very largely upon the question of reserves, 
to a lesser extent upon the contents of profit and loss accounts, and in 
some measure on the question of legislation. I will express one opinion 
only in regard to legislation, and it is this : I think it is general!}^ recognised 
that the 1929 Act has been found insuificient in certain respects from the 
point of view of the conduct of companies, the publication of their balance 
sheets, and the responsibilities of auditors, and so long as we are clear as 
to what those defects are then there need be no hesitation in pressing for 
any new legislation which may be necessary to put the matter upon a 
satisfactory footing. 

A subject about which I would desire to offer just one or two brief 
further observations is that of reserves, and I am speaking only of that 
class of reserves which we regard as being free reserves. A somewhat 
loose interpretation of a single sentence in Lord Justice Buckley’s judg- 
ment in the case of Newton v. The B.S,A. Company seems to have led to 
an exaggerated view as to the liberty which can be taken in the drawing 
up of balance sheets. Prudence is always required in the valuation of 
assets and statement of liabilities — prudence to see that assets are not 
over-valued and that liabilities are not under-stated ; but if a company 
has a free reserve which is equivalent to aii}^ considerable proportion of 
its capital hidden away in the expression of '' general creditors ” then it 
can scarcely be said that such a balance sheet discloses all the material 
facts in relation to the financial position of the company, or that it is a 
true and correct balance sheet. I feel myself that if it is acknowdedged 
that the utilisation of reserves for purposes of dividends should be dis-^ 
closed then it is veiy difficult indeed to apply any other rule to the creation 
or the existence of reserves. (Applause.) 

The Chairman : I will now call upon Mr. Ashworth to address the 
Congress. 

Mr. Robert Ashworth, F.C.A., F.S.A.A. (Great Britain) : Mr. 
Chairman, my Lord President, ladies and gentlemen, I do not intend 
to follow the lead of Mr, Fumival Jones in preaching against preaching, 
but will content myself with dealing as far as possible with a few of the facts. 

In the first place, I should like to join in congratulating Mr. Morgan 
on the excellence of his paper. It is not onty an excellent, but courage- 
ous paper, and it reveals just that quality of courage that our profession 
needs so much to-day if we are to preserve the utmost integrity in company 
administration. 
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The public has learned to rely upon the reports and certificates of 
professional accountants, and we must be extremely careful le^t that 
reliance turns to distrust, for while human nature remains as it is directors 
will always endeavour to put the best possible face upon their published 
balance sheets and accounts and use their full persuasive powers to get 
a clean report from the auditor upon them. We must at ail costs avoid 
taking the line of least resistance if we desire to retain the confidence of 
shareholders. 

I submit, Mr. Chairman, that it is no part of the duty of the auditor 
to protect directly the interest of shareholders. His duty to my mind, 
as evidenced in the cases which Mr. Morgan has cited, is to place the 
shareholders in a position to protect themselves. This he will do if he 
conscientiously carries out his statutory duty to report as to whether or 
not in his opinion the balance sheet is properly drawn up so as to show 
a true and correct view of the state of the company’s affairs, according to 
the best of his information and the explanations given to him and as 
shown by the books of the company. The auditor cannot be doing his 
duty if the balance sheet does not in fact show the true and correct view 
of the company’s affairs. 

As Mr. Morgan rightly states in other words, if the auditor carries out 
his duty with regard to the balance sheet without any mental reservations 
he cannot fail to give proper attention to the profit and loss account and 
the question of secret or internal reserves. 

Then again, there are other interests in respect of which the auditor 
has no statutory duty, but which he cannot, in my opinion, afford to 
dismiss from his consideration lightly. There are the interest of the 
general investing public who may be induced by the published balance 
sheet and profit and loss account and the auditor’s report to become 
shareholders, but who would not, or might not have done so, had they 
not relied upon the auditor's report. Also, there are the interests of the 
creditors to consider. While it is well known that where there is doubt 
as to giving initial credit the creditor very often desires to go behind the 
published balance sheet and accounts, yet creditors rely to a great extent 
upon the published information and auditor's report in deciding as to 
the maintenance of that credit. I should have liked to have heard Mr. 
Morgan deal v/ith the auditor’s responsibility in both these connections. 

Finally, let me say, Mr. Chairman, that Mr. Morgan has done a great 
service to the public in once again throwing the searchlight upon the 
bogey of secret or internal reserves, for there is no doubt that, while in 
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many cases the creation of these internal reserves is effected in the sup- 
posed .best interests of the concern, yet they are utilised to an alarming 
extent to cover up the effects of bad management. 

If a reserve is necessary for any purpose which it is considered not in 
the interests of the company to publicly disclose, there is nothing', in my 
opinion, to prevent it being disclosed as a general reserve, or reserve for 
contingencies, unless the utilisation of such reserve is also to remain un- 
disclosed, which, in my opinion, should on no account be permitted. 
There cannot be, I think, any justification for such items as '' sundry 
creditors and sundry balances,'' or '' sundry creditors including reserves 
for contingencies " appearing in any balance sheet when they are used 
for the purpose of concealing reserves. 

If it is seriously contended that the justification for the creation of 
secret reserves is that the real position is better than that disclosed by 
the published accounts and balance sheet, then it is quite logical to assume 
that the non-disclosure of the utilisation of these reserves cannot be 
justified on the grounds that the published accounts and balance sheets 
would then show a better state of affairs than in fact really existed. 

Non-disclosure of internal reserves and their utilisation, with very few 
exceptions, is more in the interests of the directors than in the interests of 
the shareholders and I earnestly believe, Mr. Chairman, that if our pro- 
fession were to take a stronger line on this question there would be fewer 
failures of businesses from bad management, which in my opinion is a 
far more serious menace to company business to-day than trade depres- 
sion. (Applause.) 

The Chairman : I will now ask Mr. Wilson Bartlett to address the 
Congress. 

Mr. Wilson Bartlett, F.S.A.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, yesterday morning I found 
a few minutes to spare and I endeavoured to make a last survey of these 
three most important papers which have been submitted to us for dis- 
cussion this morning. Whether the time chosen was inappropriate, 
or whether it was in consequence of it being the morning after the night 
before, I know not, but my mind refused to function and travel in the 
direction I desired. Instead of reviewing the Companies Acts since the 
year 1862, disjointed words and phrases continually recurred to my 
mind ; for example, trust and trustworthiness which we had on Monday 
morning — co-operation and competition which we had on Wednesday 
night — a game of football — accountants are the referees in the game 
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of commerce, and also from my friend Colonel Montgomery, you wear 
too many clothes. After a short struggle I allowed my mind to wander 
and found myself making instead of a review of the Companies Acts 
a review of the game of football, and that review commenced with an 
incident on the playing fields of Rugby in the year 1823 when WiHiam 
^Vebb Ellis caught the ball and ran with it against all the rules of the 

m 

game. In those early days the game was far different from that which 
is played to-day, it was a game of hard scrummaging; pushing, 
no heeling back, hacking, tripping — they were all within the laws ; 
and another small point which may be quite unknown to the present 
generation, the old maul in the goal. But by a gradual and judicious 
amendment of rules the game as played to-day has been evolved, and 
in memory I once more stood on the playing fields of Rugby and watched 
that wonderful centenary match between the four home countries when 
30 players and a referee combined to give a perfect exhibition of co- 
operation and competition. This was accomplished as a result of amended 
rules and a strict and logical interpretation of those rules both by players 
and the referee. 

Surely, Mr. Chairman, this analogy can be applied to commerce. In 
commercial life during the last few years, especially since 1925-1926, we 
have had some tripping, some hacking and some mauls in goal. The 
rules of the game represented by Acts of Parliament have been found, 
in my opinion, to be inadequate in certain respects. No one desires panic 
legislation, but I would suggest that the time has now arrived when 
representatives of commerce and professional accountants should welcome 
any inquiry which may be set up to ascertain whether any amendments 
to the present Companies Acts are required in order that directors and 
shareholders should know exactly their duties and responsibilities, and 
also that professional accountants may know how those rules and regula- 
tions should be interpreted. 

In conclusion, Mr. Chairman, I would suggest that, in Great Britain 
especially, professional accountants and the investing public as a whole 
should congratulate Mr. Henry Morgan on his tenacity and courage for 
the firm stand he has taken during the last two or three years, and I am 
sure that the discussion this morning will considerably help towards the 
attainment of his wishes. (Applause.) 

Mr. F. Lindsay Fisher, C.B.E., F.C.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, Mr. Morgan's paper on the 
auditor's responsibility divides itself under three heads : past, present 
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and future. As regards the past, some of us have been through those 
dark ages to which Mr. Morgan refers ; perhaps not quite back to 1862, 
but at any rate a good deal further back than the thirty years to which 
he referred in his opening remarks. Some of the enactments and dicta 
to which reference is made, whilst they were familiar enough at the 
time, have been superseded to such an extent that it is refreshing j:o have 
them recalled to memory. It is wonderful, though, how well some of 
these old judgments have worn and continue to wear. Judges, though 
frequently, I suppose, they have no training in accounts, have from time 
to time dropped words of wisdom which show remarkable foresight, and 
always sound common sense. 

There is hardly an instance in any of the leading cases where one 
would wish to change a single expression used by the Judge — even in 
the light of the enormous development which has since taken place. I 
was interested, howwer, in being reminded of a remark of Mr. Justice 
Lindley in his judgment in the London and General Bank, Ltd,, case in 
1895. He said : A person whose duty it is to convey information to 
others does not discharge that duty by simply giving them so much 
information as is calculated to induce them, or some of them, to ask for 
more. Information and means of information are by no means equiva- 
lent terms .... an auditor who gives shareholders means of information 
instead of information in respect of a company’s financial position does 
so at his peril, and runs the very serious risk of being held, judicially, 
to have failed to discharge his duty.” His words are very sweeping, if 
construed quite literally. Nowadays one frequently sees a qualification 
in an auditor’s report to members such as provision has not been made 
for depreciation ” ; such a remark would obviously be means of informa- 
tion instead of information in respect of a company’s financial position. 

When Mr. Morgan comes to the second part of his paper, namely, the 
present time, he is still on fairly safe ground. He gives us extracts from 
recent judgments and opinions from leading counsel and others, which 
we in England have not yet had time to forget, and which must be of 
interest to those members of our profession who come from abroad. 
Mr. Morgan also expresses some views of his ov/n in this second part of 
his paper. For the most part I expect the majority of those present will 
endorse what he says. In fact the general trend of his remarks is here so 
orthodox that it seems invidious to fasten upon a sentence here and there 
which one would like to have seen expressed differently. But in one or 
two instances I would venture to express a different opinion. As an 
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example, may I refer to Mr. Morgan’s personal opinion on the subject 
of disclosure of a secret reserve. After stating that leading accountants 
have expressed the following view : “ provided the creation, existence 
or utilisation of a reserve is noted in the accounts, the non-disclosure of 
the actual amount is justifiable,” Mr. Morgan goes so far as to give his 
personal opinion that '' it is not consistent with the statutory form of the 
auditor’s certificate.” 

I should personally much rather accept Lord Blender’s remark (quoted 
by Mr, Morgan) which was as follows : In my opinion directors should 
be entitled, in the interests of the company and its shareholders, to make 
reasonable provisions for contingencies and should be allowed discretion 
in so doing without necessarily being required to disclose the amount of the 
provisions in the balance sheet,'* 

Later in his paper, Mr. Morgan appears to me not to differentiate 
between trading and capital losses which may have been suffered by a 
subsidiary. He stated : “If shares in a subsidiary company were shown 
at cost, it would be true, but if a part of the capital of such subsidiary 
company had been lost, judged by sound commercial and accountancy 
principles, the item would not be correctly statedf* “ It is my view,” said 
Mr. Morgan, “ that, if the losses of a subsidiary are not dealt with by 
reducing the amount at which the investment appears or by making 
proper provision on the liabilities side of the balance sheet, the auditor 
should call attention thereto in his report.” 

Be it noted that Mr. Morgan does not limit his remarks to trading 
losses of the subsidiary, in fact it would almost seem that he is referring 
specially to capital losses — ^his remark comes under the heading of 
balance sheet, not profit and loss account. I should like to ask Mr. 
Morgan if he would consider it an auditor’s duty to require re-valuation, 
for example, of the figure at which goodwill stands in the balance sheet 
of the subsidiary. If so, apparently he and Sir Josiah Stamp are of one 
mind, but I think they stand almost alone in their view. 

It is not, however, until Mr. Morgan comes to his third division, namely, 
the future, that there is room for serious divergence of opinion. Mr. 
Morgan, and the society of which he is such a prominent member, plead 
for new legislation. It is true that in his paper Mr. Morgan quotes only 
the concluding paragraph of a report of his Society, which states : “ The 
only effective action must be by amending legislation.” Mr. Morgan 
goes on, however, to give his personal views as to the form which such 
amending legislation should take, one item being “ The duties of the 
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auditor/' I venture to differ fundamentally from Mr. Morgan and his 
Society. I submit that so far from the only effective action being 
necessarily amending legislation, the wisdom of our legislators and their 
advisers has been shown by their restraint. You cannot make auditors, 
or anyone else, efficient by Act of Parliament. If an auditor conscienti- 
ously carries out his duties, the less he is hampered by rules and regulations 
the better. What is proper in one case may be quite wrong in another. 
I sincerely .hope that, when the 1929 Act is amended, our legislators will 
continue to show their wisdom by saying as little as possible on the 
subject of '' The duties of the auditor." 

Before I sit down I should like to refer very shortly, if I may, to a 
letter from a South African accountant. He refers to Mr. Morgan's 
paper, and expresses the hope that one point may be discussed in con- 
nection with the subject. It appears that South Africa has fallen behind 
England in the matter of placing the auditor's report on the face of the 
balance sheet. There it is still the practice, apparently, for auditors 
to refer, in their certificate on a balance sheet, to a separate report. It 
would seem that this is an instance in which Mr. Morgan is right in his 
view that legislation is a good thing, because we here are not allowed to 
adopt this most undesirable practice. (Applause.) 

Monsieur Alexis Roche (France) : Mr. Chairman, my Lord President, 
ladies and gentlemen, the French Delegation think that it will interest 
the delegates to the Congress to know the actual position of the auditor's 
responsibility in France, (i) The obligation for all SociiUs Anonymes 
to have their accounts checked. The obligation for all limited companies 
to have their accounts checked is the result of the rulings of Articles 32, 
33, 34 and 35 of the Law of 24th July 1867, which reads as follows : 
‘'Article 32. The annual general meeting appoints one or several 
auditors — ^partners or others. These auditors are instructed to draw up 
a report for the general meeting to be held the following year on the 
standing of the company, the balance sheet and the accounts submitted 
by the Board of directors." The resolution covering the approval of 
the balance sheet and the accounts is null and void unless it has been 
preceded by the auditors' report. ‘‘ Article 33. During the three months 
preceding the date provided for in the bye-laws for the general meeting, 
the auditors have the right, whenever they deem it advisable in the 
common interests of the company, to examine the books and acquaint 
themselves with the operations of the company." In urgent cases the 
auditors have at any time the right of convening a general meeting. 
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Article 34. All companies shall prepare every six months a statement 
on its position, showing assets and liabilities. This statement is to be 
placed at the disposal of the auditors. An inventory shall also be taken 
annually in accordance with Article 9 of the Commercial Code. This 
inventory shall show the value of movables and immovables as well as 
all the^debts (assets and liabilities) of the company. The inventory, the 
balance sheet, and the profit and loss account are* to be placed at the 
disposal of the auditors on the fortieth day at the latest before* the general 
meeting.” '‘Article 35. At least a fortnight before the general meeting 
every shareholder has the right to acquaint himself with the inventory 
and the list of shareholders at the head office of the company. Every 
shareholder is also entitled to a copy of the balance sheet, including the 
inventory and the report of the auditors.” 

The auditors constitute the controlling factor in the interests of the 
shareholders. The appointment of the auditors for the first business year 
is an essential condition of the regular constitution of the company 
(Article 25, Section i, of the law of 24th July 1867). 

The general meeting alone has the power to elect the auditor or auditors, 
whose name cannot appear in the bye-laws of the company. The particu- 
lar object of this ruling is to prevent the founders from nominating the 
persons whose duty it will be to control their operations as directors. The 
auditors are the mandatories of the shareholders, and can accordingly be 
dismissed by the general meeting. The law does not require that the 
auditors be either shareholders nor belong to any particular profession, 
but the functions of auditors cannot be performed by one of the managers 
of the company. Many French companies appoint as auditors profes- 
sional ” experts-comptables ” (certified public accountants). 

The essential duty of the auditors is to draw up a report for the annual 
general meeting of shareholders on the standing of the company, the 
balance sheet and the accounts produced by the Board. Should this report 
not be read, the approval of the balance sheet and the accounts by the 
shareholders is nuU and void. The auditors shall also convene a general 
meeting in urgent cases. 

II. Responsibility of Auditors, — ^The auditors assume a dual responsi- 
bility, i.e. firstly towards the company and secondly towards third parties. 
(a) Responsibility towards the Company, Auditors, just as directors, are 
mandatories of the company, and it is in this quality that they are re- 
sponsible towards it. Article 43 of the law of 24th July 1867 leaves no 
room for doubt in this respect, in that it states that ” the extent and the 
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effects of the responsibility of the auditors towards the company are deter- 
mined by the general rules of the mandate/' The auditors are responsible 
to the shareholders for their mistakes or negligence, and the Tribunal de la 
Seine has decided that they cannot plead incompetence with a view to 
avoiding legal measures instituted against them. They are responsible only 
for their personal mistakes and not for those committed by directors. It is 
admitted that the quietus given to the directors covers also the auditors. 
Any mistake committed by an auditor involves his civil responsibility, 
and, under given circumstances, his penal responsibility, e.g. in the event 
of any criminal act of which the directors may have been guilty and which 
has not been duly reported by the auditors (Cour de Cassation, judgment 
of 28th April 1888) . The limitation of the responsibility of the auditors is a 
period of three years, if it is a criminal case, and thirty years in other 
cases, {h) Responsibility towards third parties. Auditors are likewise 
responsible to third parties for their actions. At first glance it may appear 
astonishing that auditors are obliged to consider anybody else but the 
companies for whom they are acting as mandatories. In point of fact the 
law of 1867 does not provide for any responsibility towards third parties. 
However, almost aU doctrines and jurisprudence admit this responsibility 
towards third parties ; in practice the responsibility cannot be avoided. 
The legal foundations of a conception of this nature -originate from 
Article 1382 of our Civil Code, which has a general bearing upon the matter. 
It reads as follows : — Every act whatsoever of a person that harms any 
other person places the former under the obligation to make amends." 
All the authors who have dealt with the question of limited companies 
have published many articles on the matter. 

III. Alterations now being considered with regard to the duties of auditors 
of Societes Anonymes. — The present organisation and execution of the con- 
trol exercised by auditors is considered by the French legislator as in- 
sufficiently effective generally. Public powers are endeavouring to im- 
prove such inadequate control, and at the present moment a legal motion 
is under consideration to govern the selection and duties of auditors of 
limited companies. Besides this, a proposed law, which has been submitted 
to the Senate, tends to render the control more strict. It has been speci- 
ally provided for in the following proposal . 

A. The Selection of Auditors. — (i) That, in the case of companies whose 
shares are negotiated pubhcly, the functions entrusted to auditors shall 
be performed by one or several auditors appointed by the President of 
the Tribunal de Commerce in whose jurisdiction the headquarters of the 
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company are situated, after a request to this effect has been handed in by 
the chairman of the board of directors. (2) That these auditors shall 
have obtained the diploma of Commissaire verificateur de Societes." 
In regard to this diploma the rapporteur of the proposal for a new law 
states as follows : — In view of our inability to lay down here the condi- 
tions to be fulfilled to obtain the diploma, we beg to request the Conseil 
d'Etat to decide the issue, and it is a decree governing the rulings for public 
administration which will determine the rules for comptrollers of limited 
companies. As stated above, the decree of 22nd May 1927, and the minis- 
terial resolutions which followed it, require of candidates the diploma 
of ' Experts-Comptables brevetes par TEtat,' a period of five years’ 
apprenticeship, and to pass a very stiff examination, the programme for 
which appears to be exceedingly weU drawn up. Practice in certain 
other professions constitutes for those engaged in them adequate 
guarantee as regards morale and competence. E.g. former financial 
inspectors, arbitrators at the Tribunal de Commerce de la Seine, experts 
recognised by the Tribunaux de la Seine, ex-inspectors de TEnregistre- 
ment, inspectors of direct and indirect revenues, practising auditors, all 
appear to be qualified to have the diploma conferred upon them without 
passing a further examination. Hence the decree could require candi- 
dates to pass stipulated examinations or to produce equivalent diplomas.” 

B. Remuneration , — ^That the emoluments of auditors be determined 
by the chairman of the Tribunal de Commerce. The remuneration would 
vary according to the scale upon which the company to be controlled does 
business, the difficulty of the work and the responsibility it involves, &c. 

. C. Performance of Duties . — ^That the auditors should be controllers 
whose duty it shall be to check the different items of the balance sheet in 
order to assure themselves that they are true, to examine the inventory 
in order to determine whether or no it is correct as regards quantity and 
figures, to verify the accuracy of the receivables entered in the assets, to 
check whether or no the values given to immovables and to the portfolio 
are true, &c. 

D. The Term of Office . — ^That the auditors be appointed for a period 
equal to that for which the board of directors has been elected, or generally 
six years. 

The foregoing is a synopsis of the present state of affairs in France as 
regards the question of ” Commissaires verificateurs de Societes Anony- 
mes,” their responsibility, and the changes that are now under consid- 
eration. (Applause.) 
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Mr. William Cash, F.C.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, in the few remarks which I desire to 
offer this morning I want to avoid, in the interests of time, going over 
points which have already been covered by earlier speakers, and to make 
my remarks as brief as possible. I should like to join with other speakers 
in acknowledging the value of the papers which have been placed before 
us this morning, and I am dealing particularly with Mr. Morgan's paper. 
I would say with regard to that that I think we should all agree it is a 
careful and useful summary of the points which affect the practice of 
accountancy to-day. Taking those points briefly which arise on the 
paper, he talks about our responsibility, particularly in relation to the 
profit and loss account, and I think I am not misinterpreting him when I 
say that I gather his views to be that to-day that responsibility extends 
both in fact and in practice to the profit and loss account. Mr. Morgan 
uses a number of phrases with which we should all be in agreement. In 
regard to the profit and loss account, he talks of actual earnings " on 
of correct results as a whole," that the profit and 
loss account should show “ actual results," that it should be the " profit 
earned," and that it should be on '' sound and proper lines." We all 
agree with that. The difficulty comes when you consider whether these 
matters could be better defined and regulated by Act of Parliament. 
I would just interpose this one observation, that where accounts are 
untrue, or statements are misleading in certain circumstances, there are 
remedies which exist outside the Companies Acts, and those remedies 
have been applied and have produced serious results for those who have 
been responsible for such misstatements. 

Now with regard to the profit and loss account again, while it is un- 
doubtedly true that the earning capacity of a company is the best test 
of its value in the majority of cases, we can all think of cases where mere 
ownership of itself may be of real value apart from earning capacity. 

I turn now to a subject which has been very much in the public eye of 
late — that is, the question of secret reserves, or, as one speaker has 
termed them, I think, free reserves. I think there really is a difference 
between the two definitions. I do not think they are the same thing. My 
friend, if I may so call him, and colleague in a sense. Sir James Martin, 
has given us some very valuable observations to which we will all attach 
the very greatest possible importance. He read to you from Mr. Morgan's 
paper on page 501 part of the remarks there quoted of Lord Wright ; but 
I think you must read those remarks as a whole, and while Lord Wright 
says that secret reserves may be a matter of danger he also says in the 
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preceding words that they may be of the greatest value, or words to that 
effect ; you can read the actual quotation for yourselves. 

On the question of the disclosure of such things as secret reserves, 
there are points, I think, which we must not overlook — that the mere 
disclosure may be of no real value to the shareholders. Take, for example, 
such a jase as this : I know that Mr. Morgan appears to deal specially 
with the question of banks. Imagine a large contingency fund in the 
hands of a bank. Would it be of the slightest value to the shareholder 
to know that that contingency fund was a quarter of a million, half a 
million, or one million ? How can he tell, and how can he know whether 
that contingency fund is really required, and to what extent, in relation 
to the assets ? This question of secret reserves is closely bound up with 
the profit of the year, and I suggest to you that the question of such 
disclosure is very largely a matter of degree and that it would be extra- 
ordinarily difficult to control such a point by Act of Parliament. Income- 
tax, for example, recovered in a year is a receipt of that year, but it 
may be an exceptional matter, and when we come to deal with such 
general terms as extraneous receipts and extraneous expenses or excep- 
tional receipts and exceptional expenses, I think again the accountant 
may be placed in a very difficult position. 

I should like here, taking rather a different line, and purposely, from 
some of the other speakers, to give you some examples of the sort of 
difficulty that would arise if you attempted to define these matters by 
Act of Parliament, and the burden which you would place on the auditor 
if an attempt were made to bind him by specific provision. Take the 
question of the stock reserve or the written-down value of stock. Are 
those to be regarded as a secret reserve ? Is it the same thing if they are 
treated in one way or in the other ? Take the reserve in the hands of a 
subsidiary company or the undivided profit of a subsidiary company : 
Is it a secret reserve ? Take such a case as a guarantor of a capital issue 
who may think it wise to make provision for such a matter : Is it an ex- 
traneous debit ? Is it an exceptional receipt if it is not required and is 
brought back again ? I think there is a tendency to regard companies 
as all carrying on the business of manufacture or trading. Companies 
vary enonnously in their operations and in their character. Take such 
questions, for example, as a direct guarantee either as regards the ful- 
filment of its duty on a particular machine or constructional work extend- 
ing over a period : Is that a secret reserve ? It may or may not be 
required in the future, when the question of the completion of the guar- 
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antee expires or the secret reserve or reserve is brought back again. 
Take the question of a shipbuilder or bridgebuilder who has to apportion 
his profits as best he can until the final period of a contract, and who 
makes reserve for the completion of the work. Take the question of 
exchange reserves : Is it to be assumed that this would not be secret if 
the reserve were actually required in the year ? And then, if the subse- 
quent appreciation of local currency arose, and a credit resulted, is that 
an extraneous receipt, or is it the profit of the year ? Take the reserve for 
suspense interest : That is a thing with which we are all familiar every 
da3^ Where doubt is expressed of the solvency" of the debtor : Is that 
again a case where the transfer into or out of such a reserA^e v/ould have 
to be specially dealt with ? Mr. Morgan has pointed out the difficulties 
which arise on the legal position, and I do not think these must be entirely 
disregarded. Assets of the subsidiary company are not assets of the 
holding company in law. As has been pointed out by other speakers, the 
liabilities of the subsidiary company are not entitled to rank against the 
assets of the holding company. I suggest that you might get a misleading 
impression of a company’s business if these things were treated by Act 
of Parliament in a particular way. 

I intended to have said a word or two with regard to the final recom- 
mendations which Mr. Morgan makes on page 518. We should all agree 
that '' adherence to sound accountancy principles ” is to be desired, 
but I am not at all clear that that adherence can be achieved by our 
legislatures. 

Mr. Russell Kettle, F.C.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, Mr. Morgan’s paper is largely devoted 
to a comprehensive review of the auditor’s responsibility in two parti- 
cular and important matters — ^firstly in relation to the creation, existence 
and utilisation of secret reserves, and secondly in relation to what con- 
stitutes a sufficient and adequate disclosure of annual results in a profit 
and loss account. 

The prominence given to these questions in the press and in public 
discussion as a result of the Royal Mail case appears to have created an 
impression— not entirely absent from Mr, Morgan’s paper— that auditors 
took little or no cognisance of the composition of profit and loss accounts, 
except to see that the balance properly formed part of an accumulative 
record of revenue results on the balance sheet, and further that auditors 
failed to appreciate the significance of secret reserves as a factor in con- 
sidering the financial position disclosed by the balance sheet. 
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It is, of course, not correct to suggest that auditors were unmindful of 
their responsibilities in regard to these questions prior to the Royal Mail 
case. There is, however, a limit to such responsibilities. On the one hand 
we are bound to have regard to statutory requirements and their inter- 
pretation from time to time by decisions of the Courts and judicial dicta. 
On the other hand we must give due consideration to decisions of directors 
within the wide discretion in the conduct of business which the legislature 
has seen fit to leave to then, subject only to such domestic regulations 
not contravening the statutes as shareholders may themselves adopt in 
memoranda and articles of association, or by resolution of a requisite 
majority of their body. These dual foundations of law and custom upon 
which administration of public companies rests should not be lost sight of 
when considering the issues raised by Mr. Morgan. Auditors are not 
responsible for the policy of the directors, neither have they any part in 
the management of the company’s business. An auditor frequently feels 
that more information might w^ell be afforded to shareholders. He is, 
however, not responsible for paucity of information in published accounts, 
otherwise properly stated, if the directors within their legal rights and in 
the honest exercise of their discretion, do not follow the auditor’s re- 
commendations. An auditor who confuses his duties with those of directors 
and becomes a law unto himself would be setting a somewhat dangerous 
precedent and increasing his responsibility in the eyes of shareholders to 
an extent which, unless the law be amended, was never intended or con- 
templated. It is well, therefore, that in considering our position we 
should keep in mind fundamental principles however much we individually 
may criticise existing legal requirements interpreted in the manner I 
have indicated. 

In summarising the present position of the auditor in these brief remarks 
I do not intend to suggest that auditors should base their duties on purely 
technical grounds. On the contrary, no auditor would dispute the principle 
laid down by Mr. Morgan that the balance sheet and profit and loss 
account should not convey a misleading impression of the state of affairs 
of a company or as to the results of the company’s business. The object 
of accounts, however, is viewed by different persons from different angles, 
and it must be admitted that the limitations of published accounts prevent 
many of the supposed objects from being satisfied. For instance a large 
number of shareholders look to a balance sheet to show what the fixed 
assets are worth from a realisable point of view and they do not appreciate 
that a balance sheet is not framed with this object, but is intended to 
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show how the capital has been expended and maintained to carry out 
the purposes for which the company was formed. Again the values of 
current assets such as stock in trade and debts are matters of estimate 
and opinion dependent upon a variety of circumstances and conditions 
and -are not capable of exact statement. Commitments and accrued provi- 
sions may often be viewed in more than one way in attempting to^ assess a 
company's liabilities. The profit and loss account is not necessarily an 
index of normal earning capacity, nor is the balance required to be 
arrived at in the same way as figures of profits certified for prospectus 
purposes. 

Unless the law be altered the auditor's attitude in regard to secret 
reserves and their application must continue to remain a matter for his 
judgment, having regard to the circumstances of each particular case. 
We must not become imbued with the idea that such reserves are without 
merit and inimical to the interests of shareholders or regard them as 
evidence of criminal intent by directors. Counsel who were consulted by 
the Institute of Chartered Accountants in 1931 were well aware of the 
legal and practical difficulties of laying down any rules capable of universal 
application even in the light of the observations of Mr. Justice Wright 
in the Royal Mail case. The most that can be definitely said, as Lord 
Plender has pointed out, is that the creation, existence and utilisation of 
secret reserves must at least be indicated by suitable wording and that 
except in comparatively rare cases the amounts of such reserves used in 
relief of losses or by way of supplement to profits should be stated. Mr. 
Morgan, however, goes further, and suggests that no balance sheet or 
profit and loss account can be reported upon as true and correct unless 
amounts in all cases are stated, and unless this is done he considers the 
auditor's report should contain the qualification : “ Subject to the non- 
disclosure of the amount of the reserve referred to in the balance sheet 
or profit and loss account " as the case may be. Such a qualification 
might probably be regarded by shareholders solely as an attempt on the 
part of the auditor to protect himself, but it is doubtful if shareholders 
would regard it as adding anything useful to information already indicated 
by the accounts themselves. In fact, Mr. Morgan's paper might well be 
regarded as an appeal for legal restriction of the responsibilities of auditors 
by attempting to curtail the exercise of their judgment in circumstances 
and conditions which no Act of Parliament could hope to deal with by 
legislative enactment. It might be asked whether the interests of share- 
holders would be furthered by such a course. 
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There must be general agreement with the view expressed by Mr. 
Morgan that the profit and loss account should show the true — or as I 
should prefer to call it — the appropriate balance of profit or loss for the 
period covered by such account. It must be recognised, however, that 
frequently the apportionment of profits and charges to one particular 
financial period involves considerations not always easy of solution and 
differing views may each have much to commend them. Provided there is 
consistency in the principles adopted year by year in arriving at annual 
results, the balance may be said, for practical accounting purposes, to be 
correctly compiled. We are perhaps on more difficult ground when con- 
sidering the question of abnormal and extraneous profits and losses 
properly arising within the year under review. I will content myself by 
saying that it is easy to prescribe rules of a wide and general nature, but 
their ambit and application are frequently highly controversial and a 
strict compliance with the letter might result either in a ridiculous situa- 
tion or in defeating the substantial object sought to be achieved. Pro- 
fessional auditors know what items of this nature require reference in the 
narrative of the account to avoid a misleading impression, although the 
separate disclosure of amounts may not be capable of being insisted upon 
or justify a qualification in the auditor's report. 

May I, in conclusion, add my expression of appreciation of Mr. Morgan’s 
paper. Whilst we may not all agree with his views, we realise he is prompted 
by the desire we all share to improve the form of presentation of accounts, 
so that in spite of their limitations they may be free from anything which, 
in a business sense, offends against commercial morality. (Loud applause.) 

, Mr. L. J. Davey, F.L.A.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, the importance of this subject, and the 
very lucid papers which have been submitted, do not encourage me in the 
hope that my contribution to the discussion will contain any germ of 
originality. The contribution made by Mr. Keens expressed so adequately 
what I had in mind that I feel I cannot possibly add anything to what he 
said. At the same time I am very glad to have this opportunity, as a 
younger member of the profession to which Mr. Keens has referred, of 
adding my modest contribution to the deliberations of this Congress. 

Legal responsibilities have been fully discussed in these papers. Each of 
us realises only too well the defects in the law as it exists to-day, defects 
which perhaps wiU never be entirely remedied until the drafting of the 
Act is entrusted to an accountant. Furthermore, each of us realises that 
amendments of the law are only attained by a slow and tedious process. 
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and in that respect Mr. Keens demonstrated only too well how slowly the 
law operated and how slowly alterations in the law can be effected. But 
let us turn to the practical aspect, and here I see our opportunities. To 
quote from Mr. Morgan’s concluding paragraph, '' we must use our influ- 
ence, and direct our ef orts, to securing such improvement in the law and 
practice of accountancy as will ensure that the accounts which we audit 
are true and correct and are sufficiently informative to prevent misleading 
impressions being conveyed as to the state of affairs of a company and the 
result of its operations.” 

In brief, it is generally conceded, I think, that practice must progress in 
advance of legislation and an auditor, if he is to fully discharge his duties, 
must go further than a mere compliance with the letter of the law, and 
must use his personal judgment as to what matters need classification or 
amplification. Now I submit, Mr. Chairman, that to leave matters of this 
sort to be decided simply by individual opinion, throws a great onus upon 
the auditor. I speak now as a young practitioner who has not yet acquired 
that nice balance of judgment which comes only from long experience. 
After all, moral values are not always the same, even among auditors. If 
auditor A., contrary to the views of the directors, is of the opinion that a 
balance sheet, although perfectly in accord with the law, needs some altera- 
tion or explanation, while auditor B. sees no need for such alteration, then 
A. probably losses a client and B, gains one. A mercenary view, perhaps, 
but I use it to illustrate my point, which is that there should be uniformity 
of practice, and I suggest that this can only be achieved by the drawing up, 
by the leaders of the profession, of a code of rules dealing with some of the 
more important questions which it is recognised that the law has failed to 
clarify. By so doing, two purposes would be served. First, uniformity of 
procedure, and, second, the removal of what I believe is a growing ten- 
dency on the part of the public generally to regard published accounts with 
suspicion, as being either uninformative or actually misleading. 

Mr. Chairman, I should like, in conclusion, to misquote Tennyson and 
the previous speaker, and say that we, the younger members of the 
profession, have faith and we desire to know. (Applause.) 

Mr. E. F. Jeal, B.Sc. (Econ.), B.Com., A.C.A. (Great Britain) : Mr. 
Chairman, my Lord President, ladies and gentlemen, I have noted the 
tremendous and stimulating fearlessness which Mr. Morgan has demon- 
strated in the closing remarks of his most excellent paper. I wish, if I 
might, to reinforce one of his remarks. He says that over the last 20 years 
there has been a distinct tendency to reduce the amount of information 
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given. He uses this remark in connection with the development of mergers. 
I have recently been making a study of the published accounts of a certain 
type of business in this country covering about 40 years, and I can honestly 
say from this inquiry that quite apart from the question of mergers there 
has been' a distinct tendency for the details shown in the accounts to be. re- 
duced. I have also noted what enormous attempts are made to obscure 
the position, which obviously should be quite clear.. From Dr. Voss's 
paper one considers the potentialities of the law, and although I think that 
for continental purposes the law may be a useful adjunct, I doubt its 
effectiveness in this country, where we rely by tradition more upon men 
than upon laws made by man. I support this view by a reference to 
American procedure. I think those who have experience of American and 
Canadian accounts will agree with me that they are very much clearer than 
any others. Yet, so far as I know, the law on the subject in the United 
States is much less rigorous than in many other places. The reason seems 
to me to lie in the fact that some very distinguished pioneers, like Sir 
Arthur Lowes Dickinson, went over there and established a British tradi- 
tion for clearness in financial statement. Furthermore, in the United 
States I believe the chief accountant, usually caUed the Financial -Con- 
troller, has wider administrative rights and duties than is the case in some 
other places. Therefore what I would suggest to this Congress is that 
possibly one might modify the law by arranging for the chief accountant 
to share in a fiduciary sense the responsibility of the auditor for the finan- 
cial statement. That would increase the status of the financial controller, 
and I think it is highly desirable. I do not think we should prescribe the 
exact detail, but the auditor and the financial controller should be re- 
sponsible that the statement is reasonably clear. Thank you. 

Mr. H. G. Howitt, D.S.O., M.C., F.C.A. (Great Britain) : Mr. Chair- 
man, my Lord President, ladies and gentlemen, as time is short I will not 
deal with the generalities on which I had proposed to make a few remarks, 
but will go straight to what I consider the essential points of the matters 
we have been discussing. The problems resolve themselves largely into 
three categories — the profit and loss account, secret reserves, and sub- 
sidiary companies. It is perhaps well, therefore, to consider separately, 
under each head, what has been achieved to date — ^not to behttle it — 
what remains to be done, and the best way of achieving it. 

Profit and Loss Account . — ^We are all, I hope, agreed : (a) If the profit 
and loss account does not show earnings it must not be so worded as to 
convey the impression that it does show them, (d) If it does purport to 
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show earnings, extraneous items, if material, should either be indicated 
or shown separately as occasion demands. And (c) as between different 
accounting periods revenue should be stated on a reasonably uniform basis. 
An auditor who does not see that such rules are complied with does so at 
his .peril. That position, therefore, represents a substantial advance and 
one which it would have been difficult to attain by legislation — a fact 
which it is well to recognise. 

What further can be done ? We might specify even by legislation that 
certain items must be shown separately, e.g. income-tax, depreciation, 
income from investments and subsidiaries. Personally, I should see no 
objection to this, and we shall watch with interest the German experiment 
in this direction. At such gatherings as this we can even clear our minds 
as to what we mean by profits and losses, but can such definition be 
codified in a manner suitable for an Act of Parliament ? It would involve 
laws as to methods of depreciation, stock valuations, &c., which I think can 
never be adequately treated by such means. 

Secret Reserves : We have at least drawn a line between the fixed and 
the floating position, and in regard to the latter we are agreed that free 
reserves among creditors, if substantial, must either be indicated or 
disclosed as the occasion demands ; also that reserves written off in any 
year against floating asset values must be reasonable in all the circum- 
stances ; also that reserves niust not be drawn upon to bolster up earnings 
unless disclosed. 

Again, what further remains to be done under this head ? Can hard and 
fast rules really be devised to decide in a complicated balance sheet when a 
provision ceases to be a liability and becomes a reserve ? Can rules be 
laid down for valuing floating assets — or, more difficult still, can fixed 
assets be required to be valued in a manner to disclose secret reserves, if 
any? 

Subsidiaries : We are agreed that profits earned by subsidiaries prior to 
their acquisition may not be taken to the profit and loss account of the 
parent for distribution by it as dividends. We are also agreed that if 
dividends in any year from subsidiaries exceed in total their earned surplus 
for that period to an extent calculated to mislead, the facts should be 
disclosed. 

What further can be done here ? As accountants we might like to see all 
subsidiary profits and losses, so far as ascertainable, brought into the 
parent accounts, but the complications in some cases, arising as they do 
out of the varied nature of holdings, and even out of variations in account- 
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ing method between the companies concerned, are so considerable that 
here again it is doubtful whether an Act of Parliament could effectually 
specify them. 

My comments are not intended to be controversial or destructive. On 
the contrary, we all realise there is much to be done, and we all kno\7 the 
law can, and will from time to time, be improved, though, I think, only in 
general terms. For myself, however, I would prefer a little more effort by 
the commercial and accounting community on these particular points 
before we try further, and, perhaps hasty, legislation. But the effort must 
be a real effort, and the future is largely in our hands. If any of us is party 
to the issue of accounts which offend against the reasonable standard of 
public opinion — indeed, if as a profession we do not try continually to 
improve that standard — ^we are asking for legislation, and we shall de- 
serve what we get. At the same time, it is no good thinking these matters 
are simple, and can be solved by rule of thumb. It is easier to call gener- 
ally for improvement than to draft the rules required. (Applause.) 

The Chairman : Our President, Lord Plender, has kindly consented to 
say a few words. 

The President : Mr. Chairman, ladies and gentlemen, with much of 
what is said in Mr. Morgan's paper I am in entire agreement. He has 
prepared it with great care, has marshalled his authorities with clearness, 
and his conclusions, whether we agree with them all or not, are entitled 
to consideration and respect. I congratulate him on his contribution, 
which is of great value. 

There are two aspects of his paper which you will perhaps allow me to 
refer to very briefly and in a practical way, as time is short. 

First, the auditor's position as regards transfers to or from profit and 
loss to inner provisions or reserves. If directors in the honest exercise of 
their judgment set aside a sum or sums for unmatured but possible con- 
tingencies to w’hich the business is subject and which they think are 
necessary in the best interests of a company, few if any auditors would 
question the desirability, if not the obligation, to see that the profits were 
stated after referring to such provisions having been made. It does not 
follow, however, that an auditor in reporting on the accounts would feel it 
to be his duty to state in his report the actual amount so set aside if the 
directors thought that in the company's best interests the amount should 
not be disclosed, and they themselves refrained from doing so. Nor if such 
sum (or accumulations of such transfers) were included in an omnibus 
item on the debit side of the balance sheet and the fact was clearly stated 
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that it was so included, would an auditor necessarily consider it to be his 
duty to mention the amount in his report if the directors, acting to the 
best of their judgment and again in the shareholders' interests, refrained 
from stating the amount ? I think not. 

An auditor, if consulting his own wishes only, would like to see in many 
cases fuller disclosure and more informative accounts ; but he is not 
responsible for the form the accounts take that are submitted to the share- 
holders. His duty is to report to the members of the company, and if he 
thinks the accounts are misleading in their presentation — after taking 
into due consideration the phraseology adopted by the directors in de- 
scribing how profits or losses have been arrived at, or collective figures 
stated in the balance sheet — ^then he should inform the shareholders. 

But when profits of a year are supplemented or losses lessened or 
turned into apparent profits by transfers from contingency provisions 
that are found to be no longer required — and become in effect, therefore, 
free reserves — or current revenue charges are debited thereto, then it 
may be said that different considerations arise and it would require very 
cogent reasons for the amounts not to be disclosed. But general principles, 
as I have tried to illustrate, sound and unassailable as they may seem to 
be, cannot in all conceivable conditions be regarded as sacrosanct, and I 
would not care to dogmatise on the subject. 

Second, I am very doubtful as to the desirability of compelling by legis- 
lation aU commercial and industrial companies to disclose in every case 
the amounts transferred from or to the profit and loss account as pre- 
viously referred to by me. Once compulsion is established by law there 
can be no exception, whatever the circumstances may be, and it might be 
that, apart from the transfers themselves, difficulties would arise in the 
application of the principle such as in writing down of stocks, in provision 
for doubtful debts, in the valuation of frozen credits or balances, and in 
many other directions of which Mr. Cash has given illustrations. The 
directors in their review of assets for balance sheet purposes might have 
their discretion and their judgment disturbed by that they thought was 
the full meaning and effect of such legislation, and the caution and dis- 
cernment they exercise for the permanent good of the company, and 
therefore of the shareholders, would be affected. Whilst auditors may 
have their views, directors also have their views, and they may not corre- 
spond. The auditors are not the managers or administrators of a com- 
pany's affairs, the directors are, and appointed by the shareholders for the 
purpose, to whom they are accountable, and before legislation is contem- 
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plated of the nature indicated there should at least be a very thorough 
inquiry and the considered views heard of managing directors and other 
members of boards of very large and important companies whose busi- 
nesses are not free from serious hazards and risks which often need anti- 
cipatory action. And in such an inquiry, if held, auditors of experience 
would only be too glad to assist. (Cheers and applause.) 

[The following notes were also handed in, but through lack of time 
the speech could not be delivered.] 

Mr. H. M. Barton, F.C.A. (Great Britain) : Mr. Morgan has rendered 
great service to investors and to the profession by his public advocacy on 
many occasions of more informative accounts and especially of the need for 
profit and loss accounts that show, within reasonable limits, the profit- 
earning capacity of a business. While we all may not agree with every- 
thing that Mr. Morgan says, his paper represents a very valuable contri- 
bution to the question of the auditor's responsibility in relation to balance 
sheets and profit and loss accounts and, since it may be quoted as an 
authoritative document in having been presented to this Congress by a 
past President of the Incorporated Society, I would like to refer. to a 
few points on which there is some divergence of opinion or in regard to 
which I think Mr. Morgan's meaning is not entirely clear. 

All will agree with Mr. Morgan in his plea that the published accounts 
of companies must not be misleading, but I fear that some of us do not 
altogether follow him in his views as to what constitutes a misleading 
account. 

First I feel that, after reading Mr. Morgan's paper, one obtains the 
impression that he regards the creation or utilisation of secret reserves 
as affecting the accuracy of the profit and loss account in all cases. I 
would refer in particular to page 502 of his paper, where he says It 
should be borne in mind that a secret reserve can arise only through an 
understatement of profit and in no other way and it cannot be denied 
that balance sheets or profit and loss accounts which are affected by 
secret reserves are untrue to the extent of such reserves." The mesmeric 
influence of the profit and loss account seems to have deflected Mr. Morgan 
from a full consideration of that part of the title of his paper which refers 
to “ balance sheets." There are, of course, certain types of secret reserves 
which affect the balance sheet alone, e.g. an improvement in the value 
of fixed assets since purchase, the understatement of the market value 
of investments compared with their stated book value and the existence of 
a reserve for bad debts in excess of actual requirements due to its proper 
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creation in the past but no longer required. It might be inferred from 
Mr. Morgan’s paper that he would regard balance sheets that failed to 
disclose the extent of such reserves as untrue or misleading but I do not 
think he intended to give this impression. 

There is no doubt, however, that Mr. Morgan regards as misleading 
accounts which do not show the actual extent of those types of secret 
reserves which in some way affect the profit and loss account. Although 
he holds this view, yet he suggests that in such cases the auditor would 
fulfil his duty merely if he qualified his report to the effect that the 
correctness of the accounts was subject to the non-disclosure of the 
amount of the reserve. Any such qualification, whilst having the merit 
of emphasising the existence of the reserve, adds nothing in the way of 
information to the shareholders and does not make the accounts any 
more informative, or, according to Mr. Morgan’s view, less misleading. 

In another instance, on page 508 of his paper, he says — '' If a 
balance sheet does not comply with the five conditions which I have 
enumerated, it becomes the duty of the auditor to call attention in his 
report to the shareholders to any omission and to any and every item to 
which he takes exception. The wording employed should be sufficiently 
clear and definite to avoid misunderstanding, but it is not part of the 
auditor’s duty actually to rectify any misstatement or omission in the 
balance sheet, or to express his opinion as to the amount that is involved 
thereby.” 

Frankly, this conception of an auditor’s duty in cases where accounts 
are misleading somewhat startles me. I would refer to the well-known 
cases of the London & General Bank, Ltd., and Newton v. Birmingham 
Small Arms Co., extracts from the judgments on which are set out on 
pages 489 and 494 of Mr. Morgan’s paper. I regard it as the duty of an 
auditor to rectify in his report, so far as is reasonably possible, any 
material misstatement or omission from the balance sheet. I will take 
a simple illustration of the kind of misstatement I have in mind— say 
a company that is owed a substantial sum by a debtor with whose ability 
to pay the auditor is completely dissatisfied, but the directors refuse to 
make proper provision for the probable loss. Should the amount involved 
be material in relation to the total resources of the company, I think 
quite definitely that it would be the auditor’s duty to state in his report 
the extent to which, in his view, the debtors are overstated. 

On page 505 of his paper, Mr. Morgan states that in the term ” secret 
reserve ” he does not include the making of proper provisions for estimated 
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losses or expenses not definitely ascertainable. The problem with which 
the auditor may be faced, however, is at what precise point does a-proper 
provision for some contingency become a secret or free reserve. Clearly, 
this must depend on the circumstances of each individual case and the 
auditor cannot escape the responsibility of exercising his individual 
judgment. 

Mr. Morgan commends to our notice the report of the Society of 
Incorporated Accountants and in particular the recommendation in 
favour of amending legislation. As we all know, there is considerable 
difference of opinion as to whether the time is at present ripe for fresh 
legislation, having regard to the short time that has elapsed since the 
introduction of the Companies Act, 1929. Irrespective, however, of any 
amendment in the law as to the form and contents of accounts, it does 
seem to me that the auditor already has adequate means open to him 
of dealing with accounts that are, in his opinion, misleading, viz., the 
medium of his report to the shareholders. 

The question of secret reserves is a practical problem with which 
accountants have to deal day by day, and I would summarise my views 
on the matter by sa3dng that, where a secret reserve is utilised in relief 
of losses or to bolster up profits without disclosure of the amount so used, 
thereby affecting materially the disclosure of the company's current 
earnings, the accounts should be regarded as misleading ; in such cases 
it is not enough merely to indicate the utilisation of a reserve. Where 
the creation of a secret reserve is stated without disclosure of the amount, 
I do not think that the accounts should be regarded as misleading unless 
the company's earnings are materially affected, in which event the ques- 
tion of disclosure may arise. 

Lest I should be thought over critical of Mr. Morgan's admirable paper, 
I would say that it is only right to bear in mind that he was a witness 
in the Royal Mail case and, as a consequence, his views and conclusions 
must, quite naturally, be largely influenced by the special circumstances 
that were brought to light in those proceedings. Confirmation of this 
is, I think, forthcoming in certain of his proposals in regard to secret 
reserves and profit and loss accounts, which appear to be directed chiefly 
to the particular points that arose in the case. Accordingly an explana- 
tion is afforded of the difficulty I have experienced in the practical 
application of some of his proposals to the different types of secret 
reserves referred to in the opinion of counsel quoted on page 503 of his 
paper. I will mention, by way of illustration, the understatement of 
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stock and over-generous provision for depreciation, bad debts and the 
like. I should have liked Mr. Morgan to give his views on these matters 
as well. 

What is the conclusion of the matter ? In my view, it is impossible 
to lay down a standard of conduct for every case and the solution of 
these problems, so it seems to me, rests in the exercise of a right judgment 
on each set of circuihstances of each point, and where, in the opinion of 
the auditor, the accounts submitted to him are misleading in a material 
particular, he should state his views through the medium of his report 
to the shareholders with clearness and with courage. 

Mr. Henry Morgan : Mr. Chairman, my Lord President, ladies and 
gentlemen, let me thank the many speakers for their generous expressions 
with regard to my paper, and in doing so very briefly ask them not to 
regard such brevity as the measure of my very great appreciation of what 
they have said. It would be impossible to do what I should wish, that 
is, to reply to all the various speakers. Therefore I shall merely refer 
to some of the principal issues which have been raised in the course of 
'll is discussion. 

First of all there is the question of amending legislation. Some 
speakers strongly support that suggestion. Others have evinced equally 
strong opposition to it. But I would ask the latter if they are satisfied 
with the present practice in regard to companies' accounts, which is 
going on as a consequence of the 1929 Act. It must be obvious to anyone 
who studies the provisions of that Act that its intention and spirit was 
to ensure greater and reasonable information to shareholders. There 
are set out in detail provisions as to the form and contents of the balance 
sheet. Those provisions have been in a great many cases completely 
nullified by the growth and extension of the subsidiary company principle. 
We can recall many cases where a very large part of a company's capital, 
and sometimes amounts equalling or exceeding the whole, have been 
transferred to subsidiary companies. What is the result ? A cloak 
is drawn right across that part of the shareholders' capital and how it 
is represented. The inefficient provisions of the Act with regard to 
subsidiary companies have, in my opinion, made the position worse than 
what it was before the passage of the Act, because many people read into 
those provisions some sort of legislative sanction for the ignoring of 
accountancy principles. This question of the accounts of public com- 
panies is a very serious one for our profession, because unless abuses which 
are obvious are eliminated it must tend to destroy public confidence in 
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the value of and reliance to be placed on the accounts which we certify. 
With the law and practice as at present how much can we say is definitely 
implied by the balance sheet with an auditor's certificate of a company 
whose capital is largely represented by interests in subsidiaries ? Share- 
holders could be satisfied that there is nothing irregular in connection 
with the accounts of the holding company, but it does not necessarily 
follow that there may be nothing in connection with the accounts of the 
subsidiary companies, which if it had occurred in connection with the 
holding company, would have been brought to the notice of the share- 
holders. It does not necessarily follow that the true and correct position 
of the holding company is shown by its balance sheet. Of course, all 
legal requirements will have been complied with, but the position of the 
company must be dependent to a very large extent on the value of the 
interests in subsidiary companies and with regard to subsidiary companies 
the required information is of so vague a character that there can fre- 
quently be little reliance upon the correctness of the value stated. We 
have got to bear in mind that with regard to subsidiary companies and 
their results the auditor has no direct concern ; that, by the Act, is the 
concern of the directors, by whom the statement regarding their profits 
and losses has to be signed. 

Then with regard to the profit and loss account, it does not necessarily 
follow that the true result is shown by such account. We know that the 
most frequent method, regarded as compliance with the Act, is to bring 
in the profits of subsidiary companies only to the extent of dividends 
declared. Those dividends may be paid out of profits of the year, or they 
may be paid out of profits of other years ; or again, there may be big 
profits remaining imdistributed in the subsidiary companies. Therefore, 
it is always a matter of doubt, where subsidiaries exist, as to whether a 
profit and loss account can be relied upon as showing the actual result 
of the company's operations for any year. Is it surprising that the 
question is sometimes asked, What is the value of a balance sheet in 
view of the present law ? " In my opinion it is vitally important that 
members of the accountancy profession should use their efforts to get 
the unsatisfactory provisions of the law amended. 

Touching upon the question of secret reserves, Mr. Kemp in his ob- 
servations has given us a hypothetical case where a balance sheet drawn 
up with the definite intention of concealing information affecting the 
position of the company had resulted in material benefit to shareholders. 
History is full of cases where great success has followed as a result of 
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actions which could not be justified on any other ground than the success 
which has attended them. It is a promulgation of the doctrine that the 
end justifies the means. I wish to say that I for one do not subscribe 
to it and in my opinion it would be a dangerous doctrine for accountants 
to follow. Mr. Kemp also suggested that the extent to which accountancy 
principles might be departed from is a question of degree. Again I do 
not agree with his view, because I believe that where a question is in- 
volved as to what is right and proper, any consideration as to degree 
should not enter into it. 

With regard to the profit and loss account, some speakers have indicated 
their objection to extending the auditor’s report to that account, as I 
recommend. I can understand one of the chief reasons which may 
underlie that objection. I can give it in a word or two — secret reserves. 
As regards the balance sheet a secret reserve so long as it exists can always 
be regarded as consistent with the view that an auditor is justified in 
certifying a balance sheet as true and correct even though the actual 
position may be considerably better. That doctrine, if accepted, can 
always be justified so long as the reserves exist and it is not affected 
whatever fluctuations in such reserve might take place. When you come 
to the profit and loss account, however, it operates quite differently. 
The result disclosed by the profit and loss account would always be at 
least as good as the actual, so long as the secret or internal reserve is 
increasing. Once you have a fluctuation in a downward direction, then 
that doctrine does not apply, because the result disclosed by the profit 
and loss account is better than what it actually is. Thus there arises a 
special difficulty with regard to the profit and loss account so long as it 
is affected by any secret reserve. The difficulty in practice is sometimes 
met by '' indicating ” that accountancy principles have been departed 
from either by some more or less vague phraseology in the wording of the 
balance sheet or the profit and loss account ; or sometimes by some 
innocent-looking qualification in the auditor’s certificate. Shareholders 
and the public frequently do not realise the significance to be attached to 
any qualification in the report of the auditor. Therefore I maintain 
that it should always be made quite clear in every case if sound principles 
have not been adhered to. 

I was very much interested in the remarks made by Mr. Cash, He 
indicated cases where difficulty might occur in regard to dealing with 
certain matters which must arise in connection with accounts. It appears 
to me that they relate to “ provisions ” which it is necessary and proper 
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to make and are distinguishable from what I have referred to as ''reserves/' 
In my paper I endeavour to point out clearly the distinction between 
" reserves ” and " provisions " which have to be taken into account in 
arriving at the result shown by the profit and loss account. Those 
provisions, in my opinion, it would not as a general rule be necessary to 
state separately, but I do urge that anything in the nature of a free 
reserve* which affects the result shown by the profit and loss account 
should be disclosed both at the time of its creation and at the time of 
its utilisation. 

Mr. Kemp put a question to me with regard to the disclosure of the 
amount by which an auditor might consider the profit and loss account 
was over or under stated. It is not the duty of the auditor to rectify 
accounts. I stated in my paper that if an auditor has to qualify his 
certificate in regard to the balance sheet, he should make it clear in what 
respect he takes exception to it, but it is not his duty to state the amount 
involved. In my opinion exactly the same principle would apply to the 
profit and loss account. 

Mr. Lindsay Fisher referred to my observations upon the duties of 
auditors and amending legislation in relation thereto. Surely there is 
nothing very drastic, certainly not opposed to the interests of our pro- 
fession, if the duties of the auditor regarding the profit and loss account 
were defined as in the case of the balance sheet. I have stated that to 
extend his report to the profit and loss account is no greater responsibility 
than in the case of the balance sheet, and if it were so provided by law 
it would remove doubt which at present exists. 

Much has been said this morning about the directors' point of view, 
but there is also the shareholders' point of view. Auditors have been 
described as the " watchdogs of the shareholders " and we have got to 
form our own opinions. We have to consider the views of the directors, 
but if there were ground for the view that auditors are unduly swayed 
by the opinions of directors rather than expressing their own independent 
opinion as to the correctness and truth of the balance sheet and accounts, 
it can only tend to affect the confidence of shareholders and the public. 

Some little alarm seems to me to exist regarding any extension of the 
responsibility of auditors. I for one should not fear extension of re- 
sponsibility provided always, as I said before, that the responsibility 
placed upon us is fair and reasonable and that it is clearly defined both 
as to extent and nature. 

I will conclude my observations by saying that in my opinion the 
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fulfilment of the destiny of the accountancy profession is not to be 
sought in the avoidance of responsibility. (Cheers and applause.) 

The Chairman : I have allotted half a minute to Dr. Voss and half 
a minute to Colonel Montgomery to reply to the speeches. 

Dr. Voss : Only two words. I thank you very much, Sir, for giving me 
the opportunity to address this meeting, and especially I thank those 
speakers who have referred so kindly to my paper. I would have been 
surprised if the discussion had not disclosed a great difference of opinion. 
After all, discussions would not be interesting if we all had the same 
opinion. But there is one point on which I think we are all agreed, that 
we are willing to accept a fair and reasonable degree of responsibility 
commensurate with the standing of our profession. I may conclude by 
expressing the hope that this discussion will prove of value to the members 
of our profession to which we are so devoted. 

I thank you. 

Colonel Montgomery : Mr. Chairman, I think I must ask our Lord 
President to exercise his high prerogative and continue these proceedings 
for another week, otherwise I shall have to ask my friend Mr. Van Dien 
to withdraw one of his remarks. For many years, commencing with the 
First International Congress — and the matter was very fully dealt with 
in Amsterdam — ^we thought that we had built up a very good code of 
professional honour. He now tells us that we have practically no duty 
whatever to shareholders. (Laughter.) 

The Chairman : My Lord President, ladies and gentlemen, from the 
discussion to which we have listened with interest it is evident that there 
exists a measure of disagreement. This does not surprise me m the very 
least. The world would be very dull indeed if all men of intelligence agreed 
on all points. What has impressed me, however, more than anything else 
is the fact of our unanimity in ideals and objectives, before which the 
importance of agreement as to methods of attaining them sink into 
significance. I am certain that if and as long as we retain our determina- 
tion to serve as effectively as we possibly can our fellow men in all coun- 
tries, and in all humility and with singleness of purpose explore every 
avenue that may lead to this goal, our efforts will not be in vain. 

Before I ask Mr, Colville to give out one or two notices there remains 
for me the duty and pleasure of according to Mr. Morgan, Dr. Voss, and 
Colonel Montgomery the hearty thanks of this meeting. (Applause.) 
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DEPRECIATION AND OBSOLESCENCE 

Methods of Dealing with these matters 
INCLUDING Annual Appraisals 

BY 

H. G. Howitt, D.S.O., M.C., F.C.A. 

Introduction. 

May I, in addressing for the first time an international gathering, 
seek encouragement towards my task, from the thoughts of one of 
the most international of my countrymen on the subject allotted to 
me ? It was William Shakespeare who said: — 

" The cloud-capp’d towers, the gorgeous palaces. 

The solemn temples, the great globe itself. 

Yea, all which it inherit, shall dissolve. 

And, like this insubstantial pageant faded. 

Leave not a rack behind.” 

The Tempest (Act IV. Sc. I.). 

It seems to me that such sentiments represent the correct frame of 
mind in which to approach our problem. Even if we need not nor- 
mally follow the poet in his call for depreciation of the land on which 
we live, it would nevertheless be well if there were more general 
recognition of his views on the inevitability of decay in other forms 
of material assets — ^without perhaps going as far as he does in deny- 
ing to them so poetically even a scrap value. 

It is because of the urgent need for such recognition in these days 
of rapid change, that I should like to direct my remarks more to 
stressing underlying principles than to dealing exhaustively with 
the accountancy and actuarial application of them. For the same 
reason I propose to deal primarily with the ordinary problems met 
with in commercial practice, and not to attempt to cover the whole 
field of special undertakings, such as railways and public utilities. 



624 DEPRECIATION AND OBSOLESCENCE 
Preliminary Considerations. 

Depreciation in its broadest sense, apart altogether from account- 
ancy, is a lessening in value from any cause whatsoever, and in 
that sense it may, in times of rising values, be non-existent, or even 
become converted into appreciation. 

In the narrower sense, however, as commonly used in compiercial 
and accountancy practice, charges to revenue account for depre- 
ciation do' not necessarily imply any close relation to alterations in 
value, but are intended to distribute capital outlay over the effective 
life of the asset. 

It is largely on account of confusion of thought between these two 
conceptions that much ill-informed criticism is directed in these days 
against published accounts, especially as of late, in times of falling 
values. Such criticism fails to recognise the limitations of any single 
document, e.g. a balance sheet, in vievving an asset trom two aspects, 
namely {a) as an historical record of what has in fact been done 
in the spending and spreading of capital outlay and (&) as a guide 
to its current value, whether for the purposes of immediate realisa- 
tion, or as an integral part of a continuing business. 

If for any reason a review on the lines of (&) is required, the problem 
has then ceased to be one of accountancy depreciation, and has 
moved into the quite separate realm of appraisal. Value assessed 
on such a basis is a function of earning capacity, with replacement 
cost as an upper, and scrap value as a lower limit. 

Accountancy depreciation then, is the measure of the exhaustion 
of effective life, due either to use or to obsolescence. Use refers 
mainly to wear and tear, though in the case of certain assets it may 
include exhaustion of material available, or of the time limit of 
ownership. Obsolescence is normally brought about by the march 
of invention, and the demands of efficiency. In so far as the esti- 
mated periods of effective life under these causes of depreciation 
may differ from each other, the shortest should be adopted as the 
period over which the depreciation calculations are to provide for 
the capital outlay. 

Appraisals are of use, for such calculations, only for purposes of 
estimating, and from time to time revising, the estimates of effective 
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life, and for estimating the scrap value which will remain when that 
effective life has run. In these days the factor of obsolescence is 
frequently more important and its estimation more in need of con- 
stant revision than is that of wear and tear. It requires, when it can 
be for'eseen, to be provided for during the period of accrual, i.e. as 
a matter of true '' obsolescence '' and not as a matter of “ obsolete- 
ness.'' Sometimes, of course, it arrives suddenly, and may be too 
substantial in amount to be met out of revenue. 

It remains to consider what is meant by effective life, a period 
which is naturally affected by questions of upkeep and renewal. 
Charges for upkeep, if properly so classified, present no accountancy 
difficulties, provided the annual expenditure thereon is adequate 
to maintain the assets as carefully as was contemplated when the 
effective life was estimated. Even the renewal of a complete unit, 
the subject of depreciation, produces no accountancy difficulty in 
this respect, for it represents new capital outlay requiring to be dealt 
with separately as such. 

A renewal, however, of a part of an asset, the effect of which is to 
extend the life of the whole, has a direct bearing on the proper cal- 
culation of depreciation of the whole. It may be that a unit has 
several component parts, each caUing for renewal at different times 
before the whole is scrapped. In such cases the renewal expenditure, 
designed as it is to arrest depreciation, is not a revenue charge in 
the period of its outlay, but should in the necessary calculations be 
added to original capital cost less estimated scrap value, and the 
whole provided for as depreciation over the estimated effective life 
as extended by such renewals. 

The part of an asset renewed may be better and more costly than 
the part it replaces. So far as this excess cost represents expenditure 
necessarily incurred to keep abreast of the times, without increasing 
earning capacity, it is preferable that it should be charged to 
revenue. If, however, it represents betterment in the sense of being 
a definite improvement, adding to earning capacity or effective life 
of the whole, it may be capitalised, and the depreciation chargeable 
on the whole will need to be amended accordingly. 

Effective life, then, is the period beyond which it does not pay 
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either to keep the asset in use by repair, or to renew a part of it. • 
When effective life has run, the whole unit must be replaced. The 
problem of depreciation is, therefore, to provide for that eventual 
loss as it accrues, instead of as it is made good. 

Methods. 

The choice of method for calculating depreciation in any particular 
case is in^uenced by many considerations. There is firstly the de- 
cision, as to whether depreciation should be limited strictly to writing 
off past cost, or whether its function should be to provide replace- 
ment. If choice falls on the former aim, there is secondly the decision 
as to the manner of spreading that cost, in which case a variety of 
methods is available. Before discussing them in detail, however, it 
may be advisable to consider the relationship of this choice of 
method to the allied questions of renewals and repairs. 

Renewals of parts of a unit have already been discussed in their 
bearing on effective life, and their method of treatment from this 
point of view has been indicated. If, however, renewals, whether 
of parts of a unit or of the whole, are of constant recurrence, though 
irregular in amount and interval, they may represent the major con- 
sideration in the whole problem. In these cases their cost, so far 
as not resulting in betterment, may conveniently be charged to a 
reserve for renewals account, which account is then fed yearly from 
revenue, by an amount calculated by the engineers, to represent the 
annual requirement under this head. The method is accordingly 
in common use for such permanent enterprises as railway companies, 
and is a factor in what is called the double account system — a system 
which regards original capital and additions as sunk for all time, and 
deals in a separate balance sheet with the more liquid position, in- 
cluding the reserves for renewals. 

In regard to repairs, it is sometimes urged that if this item of ex- 
pense is likely to vary over the asset's life, e.g, to be heavier in its 
later years, a method of depreciation should be selected, which will, 
in effect, spread the total charge under these two heads equally over 
the period. This may appear attractive as a practical proposition 
though really it represents a confusion of issues. If the object of 
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such a proposition be to spread the total depreciation plus repairs, 
in ratio to the value of the service to be obtained from the asset over 
the different years of its life, it may well be that a curve of a very 
specialised nature would need to be adopted — a curve which might 
rise to a peak after a short period of running-in, and which, after 
remaini^ig fairly constant at that level for a time, might rapidly fall. 

An engineering basis of this nature might need to have regard to 
other expenses as well, and unless such an approach be required, it 
seems preferable to deal with depreciation separately, in the manner 
most appropriate to the asset, and to the business concerned. Re- 
pairs, and other running expenses applicable to assets of different ages, 
will then tend to average themselvesintotalforthebusinessasawhole. 

Having now touched on specialised cases, it remains to consider 
the normal methods of depreciation, where all current repairs are 
charged to revenue, and where renewals, when they do arise, are 
renewals of whole units charged to capital. In such cases the methods 
in common use are as follows : — 

{a) To spread the charge so that a gradually decreasing share 
falls on the later years. The method by which this is accomplished 
is to calculate depreciation as a fixed percentage on the reducing 
balance of the asset account. 

(&) To introduce the consideration of interest, the effect of which 
is to make a gradually increasing charge fall on the later years. 
There are the following two methods which produce this result : — 

(i) The sinking fund method, under which a constant annual 
sum is provided for depreciation, and in addition a charge is 
made for interest on the sums so set aside and used in the busi- 
ness, or if such sums are separately invested, the interest earned 
thereon is itself added to the provisions. 

(ii) The annuity method under which interest is charged on 
and added to the depreciated residue of the asset's cost, and 
the accumulating total is then written off equally over the 
period. 

(c) To write off cost pro rata over the life, or over the use of the 
asset. This is known as the straight line method. 

Examples of the working of these methods are given in Tables 1-3. 
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It is not proposed to discuss them at length, but the following notes' 
on each method may sufficiently cover the ground. 

{a) A percentage charge on the reducing balance is the method 
most frequently used in England, in cases where the period of life 
is hot so short as to throw an undue burden on to earlier years. 
Whatever the cause may have been for its adoption, the retention 
of this method is no doubt encouraged by the fact that, except as 
regards ships, where the straight line principles are followed, the 
wear and tear allowances for income-tax purposes are normally 
computed on this basis. It may here be mentioned that in times of 
financial stress and high taxation, the income-tax rate tends to 
become the maximum rate adopted in accounts as published, and a 
fair allowance for tax purposes carries, therefore, a much wider 
implication than it does if viewed merely as a means towards the fair 
assessment of tax payments. One would like to think that the con- 
verse was also true, namely that published accounts should provide 
as a minimum the income-tax allowance, but unfortunately this is 
not always the case. 

The advantages of this method may be said to be ; — 

(i) It is conservative in that it places a heavier charge on the 
earher years, thereby recognising in part the heavy loss in value, 
judged by considerations of resale, that normally takes place 
immediately a new asset is put into use. 

(ii) It graduates the charge, in that however long the assets 
remain in effective use, there is always some annual charge to 
be met ; there is no sudden relief to revenue through their 
having become fully depreciated on the books. 

The main disadvantages are : — 

(i) Assets tend to be dealt with in groups with no clear record 
as to the book value at any date of individual items ; if so dealt 
with, any satisfactory summary of depreciation provisions on 
existing assets for balance sheet purposes, becomes difficult or 
even impossible. The effect, unless plant registers are carefully 
maintained, maybe to leave in capital some portion of an asset’s 
cost long after it has been scrapped, or, alternatively, to rob the 
reserve, which is being accumulated in respect of existing assets. 
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(ii) There is not sufficient recognition of the slowness of this 
method in writing an item off, with the result that too low a 
rate is often adopted. 

To emphasise the last point, it may suffice to mention that at 
normal rates (up to say 10 per cent.) over the periods in which 
depreciation on original cost would have written off the whole asset 
(e.g. in ten years at 10 per cent, or in 20 years at 5 per cent. &c.) 
the amount written off on the reducing balance method is only 
about 65 per cent, of that original cost. In order to leave a residual 
scrap value of say 10 per cent, of original cost, it is necessary that 
the depreciation calculations shall run for more than double the 
time that would have been required on the straight line basis — or 
alternatively, a rate more than double the straight line rate is re- 
quired on the reducing balance basis, to reduce to that scrap value 
in the same period. If a lower scrap value than 10 per cent, on ori- 
ginal cost be assumed — and with modern complex machines, such 
value tends to diminish in proportion — ^this difference in result 
between the two methods becomes increasingly accentuated. In 
Table 4 are shown the percentages left on the asset account at differ- 
ent rates of depreciation over an extended period. 

(J) (i) Depreciation on the sinking fund basis is no doubt in 
certain respects more scientific, in that it takes into account the 
effects of interest on the fund which is being, or should be, accumu- 
lated against the renewal of the asset. It follows in this respect the 
principles on which sinking funds for the redemption of debentures 
are calculated, and it may here be pointed out that in so far as 
debenture moneys are applied in purchasing specific assets, and in 
so far as the life of those assets is estimated to coincide with the 
term of the debentures, the provisions for redemption and depre- 
ciation are identical in amount, though widely different in nature, 
in so far as both are provided concurrently, not only will the original 
cost of the assets have been amortised out of revenue, thereby 
keeping the proprietor's capital intact, but a further fund will also 
have been provided, additional to proprietor's capital, enabling the 
assets, if need be, to be replaced to that extent, free of debt. Pro- 
vided, therefore, the debenture redemption period is not greater 
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than the life of the asset, the debenture sinking fund alone will pro- 
vide adequate depreciation, though it will not provide in addition 
the funds for replacing the asset. 

It is, however, seldom in practice that the sinking fund method of 
depreciation is adopted for commercial purposes in this country — 
indeed, it must be admitted that it is the exception rather than the 
rule for a depreciation fund to be separately invested outside the 
business ; a principle which is specially associated with this method 
of depreciation, although equally applicable to the other methods. 

If the fund is separately invested — and strictly the use of the word 
“ fund ” should carry that implication — the annual charge for depre- 
ciation, as such, is constant ; the increasing element in the total 
provision being found in the income from such outside investment 
specifically earmarked for the purpose. If, however, the fund is not 
separately invested, this increasing element must be found from the 
extra revenue, presumably earned by leaving the fund additional 
capital in the business. In the latter alternative, the provision may, 
during the later years, become a serious embarrassment, and in 
either alternative, the fact must remain, that this method is not, 
during the earlier years, as conservative as are the reducing balance, 
or straight line methods. Leaving theory aside, therefore, it is per- 
haps well that it is not in more frequent use for commercial 
purposes. 

(b) (ii) The annuity method is subject to the same criticism as 
is the sinking fund method, so far as concerns prudence ; and the 
more so in that the accumulation of interest under it is an internal 
book entry, not provided from outside investment. The interest 
provision in this case has indeed nothing to do with the depreciation 
reserve, but is based on the theory that a charge should be made for 
the finance necessary to carry a particular asset. The desirabihty 
of such an interest charge for costing or other purposes, is outside 
the subject of this address, but it may be permissible to mention, 
that it introduces considerable difficulties in deciding the rate of 
interest appropriate to each category of asset at different dates or 
in assuming, somewhat arbitrarily, how each asset has been financed, 
and whether from borrowed or from proprietor’s money. It is sub- 
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mitted, therefore, that as this interest provision is added annually 
to the asset account, requiring amortisation through depreciation 
charges, it introduces an uncertain element into the problem, which 
is inflationary and undesirable. 

As will be seen from Table 3, the net charge to revenue in each 
year is identical with that arrived at under the sinking fund method 
as shown in Table 2. It has, however, reached that result, by offend- 
ing against sound principles in having added interest to* the asset 
account, and then correcting this, by the further error of charging 
out interest as though it were in fact depreciation. 

(c) The straight line method has the advantages of simplicity and 
certainty of result, and enables plant registers to be more easily 
kept for individual items, or classes of items. It does not, however, 
profess to be particularly scientific in the incidence of its spread 
over the years, for neither it nor the reducing balance method, deal 
with the factor of the earning capacity of the accumulating funds. 
Whether or not the depreciation funds are separately invested, this 
factor of earning capacity is at work, and both these methods there- 
fore, in effect, have provided more than the book value of the asset, 
during the period over which they are ostensibly writing it off ; they 
have provided working capital for the use of which no separate 
interest charge has been made. It should further be remembered 
in considering the straight line method — and this criticism it 
shares with the sinking fund and annuity methods— that unless 
associated with some scheme for re-appraising from time to time 
the residue of the period of effective life, it may cause violent fluctua^ 
tions in the annual charge, when large blocks of assets become fuUy 
depreciated on the books. 

Another method of depreciation, which may be regarded as coming 
under this heading, is one rmder which it is sought to write off asset 
costs pro rata on the basis of production, e.g. on the number of tons 
of steel roUed, &c. The underlying principles in such a case are those 
of the straight line method, using the factor of production rather than 
that of time. The method has its merits in periods of normal trading, 
when wear and tear may vary with throughput, but in times of de- 
pression it may be found that the annual charge does not adequately 
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cover depreciation. To meet this possibility such a method wiU 
normally provide for a minimum annual charge, and may further 
be based upon a sliding scale. 

In mining companies the same principle may sometimes be applied 
to the permanent plant, using as a basis the volume of material 
worked in the period, compared with the volume which j-emains 
capable of being won. 

I do not intend to choose between the above three categories of 
method, for each is specially suitable for particular cases. To take 
extremes, in order to confirm this point, it may be instanced that 
the reducing balance method would appear specially applicable to 
such assets as a luxury liner, whose main revenue may be expected 
in its earlier years, whilst the sinking fund method would appear 
preferable for certain public utility companies, where it is necessary 
to spread the charge fairly, taking interest into account, as between 
succeeding generations of consumers. 

The effects of these two methods in their rate of writing off an 
asset over the years are, as shown in Table 5, exactly opposite to each 
other, and this fact alone as a matter of practical politics, may be 
taken as an indication that in many cases, where no special con- 
siderations arise, rough justice may be done by accepting a mean 
between the two ; such a mean being approximately given by the 
straight line method. 

On grounds of prudence, however, there is much to be said for the 
method of depreciation on the reducing balance, provided the rate 
is high enough. In view of current criticism it is perhaps fair to the 
Income Tax Authorities — subject to the same proviso — to point 
out that the allowance of the major charge in earlier years, is to the 
taxpayer’s advantage, not only from the point of view of interest on 
tax payments deferred, but also because in these uncertain days 
“ a bird in the hand is worth two in the bush.” 

It will be seen from Tables 2 and 3 that under the sinking fund 
and annuity methods, when interest is taken into account, the 
effective charge on the business for depreciation over the years is 
constant, as it would in fact be if the annual provision were paid for 
an outside redemption policy. It may be worth while to consider 
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what is the effective charge on the business for depreciation, if in 
fact interest be calculated on the sums set aside under the straight 
line and reducing balance methods. Table 6 shows the result and 
from that table it would appear that : — 

(a) Inasmuch as the sinking fund and the annuity methods 
produce a level annual charge on the business, they might not 
inaptly be called '' straight hne '' methods. 

{b) The method ordinarily known as the straight line '' method 
is akin to a reducing balance method in that the annual 
depreciation charge which it imposes on the business gradually 
declines. 

{c) In the case of the method ordinarily known as the '' reducing 
balance '' method, there is no charge at all on the business in 
the later years, but on the contrary, a credit, since interest 
on the fund exceeds the charge appearing under the head of 
depreciation. 

It is, of course, possible to suggest methods which combine cer- 
tain of the features of the methods under discussion, so as to avoid 
some of their disadvantages. For instance, if the reducing balance 
method be adopted, it is possible to change to the straight line when 
the asset has been substantially reduced, and thus ensure its being 
completely written off. Or again, even if an asset has become 
fully depreciated by the straight line or sinking fund methods, and 
is still in use, depreciation charges may nevertheless continue, in 
order to reflect the value of the service and to minimise fluctuations 
in the annual accounts and costings. A surplus depreciation pro- 
vision may thus accumulate, which wiU represent an invaluable 
reserve enabling a broader view to be taken in future decisions as to 
choice of method, e.g. the straight line method may be adopted 
with more assurance, if a fund exists to take care of the higher 
depreciation charges which otherwise in the earlier years it might 
be thought advisable to provide by the adoption of the reducing 
balance method. 

Whichever method is adopted, it is helpful towards a clear presen- 
tation of the balance sheet, that the amount of the accumulated 
depreciation reserve should be separately stated. Whether so sepa- 
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rately stated as a liability or as a deduction from the appropriate 
assets, it is then available for comparison with the book value of those 
assets, and with the liquid funds available for their replacement. 
Such presentation of accounts, however, pre-supposes that plant 
registers or other records have been kept, to ensure that the original 
cost of assets as sold is ehminated from the gross book value, and 
that the depreciation reserve as stated is therefore applicable 
against assets which still exist. 

Policies. 

Having decided which of the above methods shall be adopted in any 
given case, it remains to decide further what is the capital sum 
which is to be written off or accumulated. There are two main 
policies from which selection may be made in this regard : — 

(a) To write off the original cost of the asset, whatever that cost 
may have been — a policy consistent with a strict definition of 
“ depreciation.” 

(b) To create a fund large enough to replace that asset at the 
end of its effective life, whatever its replacement cost may 
then be. 

The first of these policies assumes that the only responsibility of 
accounts is to keep intact the cash equivalent of the proprietor’s 
original capital, requiring increased replacement costs of compar- 
able assets to be found if need be, out of further capital contributions, 
or undistributed earned surplus. The second assumes that such in- 
creased requirements should be provided for as part of normal 
trading in order to keep intact, not only original capital, but the 
assets employed in their material form, or in the form of comparable 
substitutes. In times of decreasing costs, funds wiU accumulate 
under either policy, and will be available as working capital freed 
from original requirements. It is clear that if the second policy is 
to be carried to its logical conclusion, an addition based on current 
costs to each year’s charge should be made in times of rising prices, 
in order to bring previous contributions to the fund into line with 
what they would have been, had costs then been at the higher 
level subsequently ruling. It is doubtful whether in practice cal- 
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culations are ever jnade on so meticnlous a basis, and it would seem 
sufficient, and more practicable, if this policy be adopted, that such 
variations on past contributions, should be met by general appro- 
priations of revenue from time to time. 

The need to have regard to replacement cost is more in evidence 
in day» of changing values such as those of recent years, than in 
more normal times. There is, however, a limit to the extent to 
which increasing capital costs, whether due to world conditions or 
currency depreciation, can be provided out of revenue. 

Conversely, in times of falling prices, companies with old capital 
assets are penalised in comparison with those embarking upon new 
construction. In such cases there is again a limit, beyond which 
current trading cannot hope to provide adequately for depreciation 
on old, and perhaps inefficient, or non-productive plant. Revenue 
capabilities may have become so hopelessly out of line with the 
capital account that nothing short of a writing-down of capital 
values, with its resultant lessening of the annual charge for depre- 
ciation, can meet the case. 

Depreciation allowances for tax purposes in this country can, 
however, only be calculated on the original cost of the asset, and 
cannot without altering the basic principles of tax computation, 
take cognisance of current values and replacement costs. An 
anomaly perhaps exists in the case of obsolescence, in that whilst 
the allowance is made in respect of original cost not already allowed 
as depreciation, it is also limited in amount (after adding such 
depreciation) to the replacement cost of the asset actually replaced. 

American income-tax law is, apparently, different in that it 
allows as a deduction from gross income an item called depreciation, 
defined as comprising reasonable allowance for the exhaustion and 
wear and tear of property used in the business, including a reason- 
able allowance for obsolescence. This in effect represents a double 
advantage to the American taxpayer, for not only does he obtain 
the allowance irrespective of replacement, but he obtains it as the 
obsolescence accrues. In so far, therefore, as accounting practice 
tends to follow income-tax procedure, the American tax laws 
encourage the more prudent and correct policy. 
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There is a third policy, under which fixed a5sets of a wasting 
nature, e.g. mines, are not depreciated at all, on the theory that 
the money was advanced for a special venture, and that admittedly 
the yearly revenue includes an element of return of capital. As, 
however, such a policy is obviously outside our subject, there seems 
no point in pursuing it further. 

Objects. 

Whichever of the above-mentioned methods is selected as the 
means by which to carry out the particular policy decided upon, 
the objects of depreciation charges would appear to be mainly two- 
fold 

(a) To enable a correct record to be kept of what is happening 
to the proprietor’s capital, so far as sunk in depreciating assets, 
and to show him a correct statement of yearly revenue. These 
are the functions of the annual accounts. 

(b) To maintain a correct costing record as a guide to the selling 
departments of his business. 

It does not necessarily follow that the depreciation charge made 
for the annual accounts, dependent as we have seen it is on the 
policy decided upon, is or should be identical with the charge made 
for costing and quotation purposes. 

For costings as a guide to selling policy, the manufacturer has not 
so much freedom of choice, for he must have regard to the prices of 
competitors. For instance, if he owns property bought at periods 
of high prices, he may not be able to provide for its amortisation 
through costings and still show a profit, and conversely he may be 
under-quoting if he only amortises the cost of assets bought at knock- 
out prices. 

Quotations based on costings should have regard not only to 
cost of the assets employed, but also to their replacement cost. 
In so far as this factor, if material, is not provided for, quotations 
will be subject to a sudden variation when such assets have to be 
replaced, and the selling departments will then be disorganised. It 
is not necessarily sufficient for costings, taking the long view, to 
regard expenditure on fixed assets as the fair charge to. apportion 
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over the production to which it contributes, without having regard 
also to changes in values which may have taken place and to which 
the selling value of that production itself is subject. 

In order that manufacturers may know what the correct depre- 
ciation charge should be, there is much to be said for the stand3,rd- 
isation pi costings by trades, such as has already been tuidertaken 
in certain instances. It does not, of course, foUow, however perfect 
the costing, that an adequate price can be realised for the product, 
but in such circumstances competitors are at least quoting with 
their eyes open. There is no justification in these days for the frame 
of ‘mind which regards depreciation, whether for costings or for 
annual accounts, as a mere book entry to be provided only when 
sufficient profits are available. Indeed, even if no profits are avail- 
able, depreciation should be charged, and added to the loss. 

Appraisal. 

We have so far been considering how fixed assets should be dealt 
with in annual accounts as a matter of historical record as to their 
cost, or prudent provision for their replacement. It remains to 
consider whether any corrective can be applied to keep the results 
so arrived at, in line with current values. 

A given asset may be capable of appraisal on many bases, all of 
interest from different points of view, but not all capable of re- 
flection at the same time in the annual balance sheet, e.g, : — 

(а) A scrap value appraisal may in the last resort interest the mort- 
gagee, andan annual review for such a purpose may be desirable. 

(б) Periodical appraisal on the basis of replacement cost may be 
of use for accurately assessing future capital commitments, 
or for determining the amount to be covered by insurance. 
It may also be helpful, as we have seen, for costing purposes 
as a guide to selling. True replacement appraisal for such 
purposes may need to be calculated on the cost of an entirely 
different and modem unit with appropriate deductions, as it 
would be memingless to assume the reconstruction of obsolete 
plant. 

{c) Even on the basis of depreciated original cost appraisal is 
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sometimes desirable, in order to re-assess the residue of life 
■ of a given asset, and so adjust the depreciation reserve to date. 

{d) A going concern basis of annual appraisal presents, however, 
very different problems which must now be considered. 

In most cases the margin of variation in any annual re-appraisal 
of fixed assets on a going concern basis, would be so wide as to 
render the keeping of annual accounts in respect of ordinary revenue 
transactions unimportant in comparison, and a waste of time. 
This margin would arise, not only out of the choice of methods of 
valuation available, but also out of variations in price level and 
even changes in the outlook of the valuers. 

It would in any case be difficult for the same valuer to make 
proper allowances for annual variations, since he would be too near 
to his previous calculations to be enabled easily to remove himself 
from their influence. In so far as he might report that an increase in 
value has occurred, there would further be the inclination on the 
part of shareholders to regard that surplus, even though capitalised, 
as being in hand, thus encouraging too generous a distribution of 
liquid resources. Conversely, a decrease in value could not neces- 
sarily be found out of revenue. 

Uncertainties arise indeed in the annual valuation of floating 
assets, but here the corrective of more rapid turnover is available. 
Assets which do not exist for realisation, and whose value is de- 
pendent on the long view of their usefulness in production, present 
a wholly different problem. No review of the accounts of a large 
industrial business possessing such assets can usefully include an 
annual valuation of them. 

A major difficulty in attempting such a task is that of viewing 
any fixed asset, once put into use, as a separate entity, and not as 
an integral part of the whole organisation. The going concern 
values of fixed assets are more dependent on their surroundings, 
their management and on the changing state of the trade in which 
they are engaged, than on their material cost. To attempt, however, 
to apportion to them annually some share of these intangible bene- 
fits or handicaps is a fruitless task. These matters are in the realm 
of goodwill which, if need be and if it exists, can be separately 
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assessed, leaving fixed assets still to be treated on the material bases 
we have been discussing ; if goodwill does not and is not likely to 
exist, such assets then assume their even more material value of 
scrap. ^ 

Appraisals, then, on a going concern basis, can only view* the 
concern as a whole, and even for this purpose they must have primary 
regard to earning capacity. In effect, a going concern appraisal 
can do no more than value each asset at its material worth, and 
having arrived at a total, ensure that this total is not more than a 
reasonable capitalisation of the earning capacity of the business as 
a complete unit. It is for this reason that for prospectus or similar 
purposes, the valuer usually wishes to collaborate with the account- 
ant in order to obtain information in regard to earnings as a guide 
to the maximum which his valuation should not exceed. He requires 
to see that in total these earnings at least cover the rental charges 
that he considers appropriate to the different categories of asset 
employed. 

He cannot, in the case of an abnormally profitable business, put 
his valuation as high as a going concern valuation of the whole 
undertaking on the basis of those profits might justify. Apart, how- 
ever, from assessing the extent to which an earning capacity valua- 
tion is covered by material assets valued on a going concern basis, 
his report is also of collateral value as a verification of the existence, 
and as a guide to the condition, of the property. 

It. may not be out of place to mention here that the auditor's 
report on past profits for prospectus purposes, should always, if 
possible, deal with depreciation. If this is impossible, the auditor 
is none the less under obligation to see that any deduction made 
from his profit figures in this respect in the body of the prospectus, 
is reasonably calculated. He must also have regard for such pur- 
poses to the new capital structure, which may call for depreciation 
on asset values different from those adopted in the past. 

Having in mind the extent to which a review of past profits is 
relied on for prospectus purposes as a guide to the value of a business, 
it may well be that some review, together with a report on the con- 
dition of the property, will come to be included as a part of annual 
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published accounts. Information on such lines would seem to be the 
most practical way in which to give an indication of current worth. 

Law. 

A detailed review of English law, so far as affecting our subject, 
would not be possible within the limits of this address, and woald not 
be appropriate for an international gathering. All, therefore, that 
wiU be attempted is to make a short selection from the material 
available in so far as it has a bearing on the principles at issue. 

Except in the Income Tax Acts which specify that an allowance 
shall be made to represent " the diminished value by reason of wear 
and tear during the year,” the present English legislature keeps 
clear of specific reference to the problem of depreciation. It is true 
that the Companies Act 1929 goes so far as to require that every 
balance sheet of a company “ shall state how the values of the fixed 
assets have been arrived at,” but it does not venture to suggest 
what a suitable method of valuation should be for this purpose, nor 
does it even define “ fixed assets.” In view of the variety of con- 
siderations involved, it is perhaps as well that Acts of Parliament 
should not endeavour to deal exhaustively with such technical 
subjects. 

Case law is not, however, subject to such restrictions, and having 
regard to the importance of the subject, it is remarkable how seldom 
the problem has come before the English Courts, particularly iij 
recent years. It is also remarkable how much diversity of opinion 
exists as to the proper interpretation of the judgments delivered. 
There exists, indeed, a not uncommon view, that legally depre- 
ciation and other losses of fixed capital, need not be made good 
before distributing the excess of revenue receipts over revenue ex- 
penditure. 

In considering the legal cases, however, a distinction may be 
drawn between depreciation of fixed assets incurred in earning- 
profits during an accounting period, and other losses of fixed capital, 
such as obsolescence and arrears of depreciation. It does not appear 
that the Courts have ever laid down that the excess of revenue re- 
ceipts over revenue expenditure, can properly be distributed in 
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dividend, before providing for wear and tear of fixed assets during 
the accounting period. In fact, in at least two cases the Court has 
expressed the contrary view, namely in the executorship case of 
Crabtree v. Crabtree (1912) where it was held that profits were not 
properly ascertained before providing for wear and tear, and in 
the case of the Barrow Haematite Steel Co. (1902) where the judge 
drew attention to the popular misconception on this point, arising 
out of the decision in the case of the Neuchatel Asphalte Co. (1889). 

Turning to other losses of fixed capital, such as obsolescence and 
arrears of past depreciation, the legal decisions appear to indicate 
fairly clearly that such losses may be disregarded in ascertaining 
distributable profits, the cases of Verner v. The General Commercial 
Investment Trust (1894) and the Ammonia Soda Company (1918) 
being frequently cited in support of this view. It should, however, 
be observed, as has been stated again and again in the Courts, that 
each case must be considered on its own merits, and that great care 
must be exercised in adopting past decisions as a precedent. 

It may be noted in passing how much importance the English 
legal view appears to attach to an accounting period. Accountancy 
on the other hand is more inclined to regard deficits on revenue 
account, including shortages in depreciation charges, as losses 
which retain their revenue nature and require to be made good out 
of future earnings. It is indeed one of the most fruitful causes of 
misunderstanding in connection with accounts that they should be 
expected over short intervals to state true earnings, when so many 
considerations arising in their preparation — ^including particularly 
the subject of depreciation — are at best matters of estimation, for 
confirmation of which a longer view is required. 

Audit. 

Having now reviewed the problem from different aspects, it may 
be of interest to consider the duties of the auditor in respect thereto. 

He is not, as auditor, concerned as to which of the before-men- 
tioned policies is adopted, provided it is reasonably consistently 
followed, and, subject to the same proviso, he is not concerned as to 
which method is adopted in carrying out that policy. He has not 

Y 
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any responsibility for the methods of dealing with depreciation in- 
costings, except so far as to be satisfied that they do not introduce 
an unreasonable element into the valuation of stock-in-trade or work- 
in-progress. These are all matters within the discretion of the Board, 
honestly exercised. 

In regard to amount, however, he has certain definite responsi- 
bilities, both as affecting the balance sheet and the revenue account. 
It is noticeable in this respect how much more important the revenue 
account is now becoming, not only for itself, but as a means of inter- 
preting the balance sheet. For this purpose alone a correct treat- 
ment of depreciation is necessary, and the annual amount thereof 
should be separately stated. The auditor has no power, however, 
to insist on such separate disclosure, but should use his best en- 
deavours in that direction. 

If the auditor is not satisfied that reasonable depreciation has been 
provided for the year, whether the amount is disclosed or not, he 
must qualify his report He must do so if no depreciation has been 
provided for the year, unless the accounts specifically state that the 
results shown are before making such a charge. Any such full dis- 
closure on the face of the accounts should, it is submitted, relieve 
the auditor of the need of repetition in his report. 

His duties, subject to any special provisions in the Articles of 
Association, are limited to watching that the proprietor's capital 
so far as sunk in fixed assets is being kept intact, or that, if it is not, 
the facts are made apparent. It is not sufficient, nor necessary, for 
him in this respect to be satisfied — if, indeed, he can be satisfied — 
that asset values in the balance sheet are conservatively stated. 
The revenue results of the year have had the benefit of the use of 
those assets and a proper charge for depreciation on their balance 
sheet value as a minimum should be made. If for any reason this 
is not practicable (e.g. if obsolescence or other capital losses are 
so large that reconstruction is the only way of dealing with the 
excess) he must see that the facts are disclosed. 

In practice, auditors are often told that assets are being maintained 
so fully out of revenue that they have not, in fact, suffered any 
depreciation through wear and tear. This argument cannot be 
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admitted, for however efficient the maintenance, all fixed assets, 
with a few exceptions such as land, must sooner or later be scrapped. 

Another contention sometimes urged on the same lines, is that 
replacements are provided out of revenue and that the value of the 
plant is, therefore, being kept up-to-date. There may be more 
substance in this contention, for in the long run the chief distinc- 
tion between replacements and depreciation charges is that they 
are borne at different dates. The argument should, how'ever, only 
be allowed provided the facts are made clear, or provided replace- 
ments are sufficiently regular to make the maintenance charge an 
accurate guide to the annual requirements under this head. There 
should also in such cases be a depreciation reserve in existence 
sufficient to cover the normal wear and tear accrued to date. 

From the purely balance sheet point of view, the auditor’s re- 
sponsibilities in regard to depreciation are in some ways — contrary 
to public opinion — ^more limited than they are in regard to the 
revenue account. He is in no way a valuer, and except in flagrant 
cases — and then perhaps comment is superfluous — ^he should not 
be called upon to express a valuer’s opinion. His comments, if 
given at all, should be limited to facts such as the absence or in- 
sufficiency of depreciation in past years, or the failure to write off 
of capital losses, or of assets no longer capable of effective use. 

General Observations. 

Having now outlined the problems involved in our subject, let 
us look at their apphcation from a wider aspect. 

In a sense, depreciation is the most important, as it is the most 
difficult, of all accountancy considerations, because, so far as it 
goes, it attempts the correct treatment of fixed asset values. If 
these assets could be stated with even the same degree of certainty 
and uniformity as can floating assets, means would be available 
toward satisfjdng the present-day demand that balance sheets 
should give an indication of current values. There must, however, 
always be the elements of fluctuation due to variations in earning 
capacity, management and markets which cannot wholly be catered 
for either by depreciation or by obsolescence charges, and for which 
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appraisal is, in most cases, an unworkable alternative. 

In early days, commercial depreciation of fixed assets was of 
small relative importance, for capital was largely of a floating nature. 
Nowadays, on the contrary, the earning of revenue needs in most 
cases the sinking of much capital in fixed assets, which assets are 
largely of value only so far as they can continue to earn revenue. 
This tendency will no doubt become more in evidence as the in- 
dustrial system becomes increasingly intense, and as invention 
calls further for the destruction of obsolete equipment. Hence, the 
special need, during the present lull in business activity, to stress 
the importance of depreciation, so that when trade revives, accounts 
shall be prepared, and prices quoted, with due regard to the correct 
treatment of this item of expenditure. 

Not only are capital assets, in total, tending to become less and 
less fluid, but individual units of equipment are tending at the same 
time to become a larger proportion of the whole. The sacrifice that 
must periodically be faced, therefore, has become a major factor in 
industrial development, and the ability to bear that sacrifice, de- 
pends largely on the adequacy, and the availability of the deprecia- 
tion funds. It is one of the arguments used in favour of large mergers, 
that the amalgamating concerns should be able to spread this 
sacrifice, and so more easily keep abreast of the times. Even in 
their case, however — and certainly in the case of smaller units — 
policy tends to be subservient to the effect it is known it will have 
upon the pubhshed accounts. The due provision of depreciation 
from year to year is, therefore, much more important in its effect 
on the development of the industry of the country, than it is if 
viewed merely as a factor in the correct statement of those accounts. 

In a wider sense it may be said, that with the development of 
the world and with the rapid transmission of ideas and material, 
the advantage which the more advanced nations may derive from 
their initiative, is of shortening duration. It is now comparatively 
easy for the less skilled — or even the less civilised — ^to adopt the 
processes of others, and even to erect their initial plant, freed from 
some of the defects of those existing in the countries which took the 
lead. The shortening of this lag in point of time for reaping the 
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advantages of invention, puts a perpetual drive on the more ad- 
vanced nations, if they wish to maintain their standard of living, 
to embark upon more and more improvement, and to scrap existing 
assets. It is for this reason that early writing off is more important 
than too meticulous a choice of method. 

It may be that in this country we have tended to produce too 
good an article for the purposes required. There is no particular 
harm in this in the case of consumables, so long as the demand 
remains. In regard, however, to the production of capital assets 
designed for revenue earning purposes, it is becoming increasingly 
necessary that, in considering the degree of quality and durability 
to be put into their construction, due allowance should be made 
for the possibility that they may be obsolete before they are worn 
out. A margin for safety is, of course, desirable, but in so far as these 
two factors can be made to coincide, a future charge for obsolescence 
may be avoided and a business enabled more readily to adapt itself 
to changing conditions. 

In considering the true significance of industrial accounts, we 
are continually thrown back to the conclusion that having once 
embarked upon a venture requiring capital outlay, the proprietor 
has cast his bread upon the waters ; thereafter, subject only to 
scrap values, it is the earning capacity which is all important, not 
only in itself, but as the only satisfactory indication of capital values. 
. Carrying this thought to its logical conclusion, one can regard 
fixed assets (except for their scrap value) as representing merely 
revenue expenditure incurred in advance of operations. One can 
imagine a balance sheet recording only liabilities, funds and floating 
assets (including scrap value of fixed assets), the residue of the fixed 
assets and other unrepresented assets being carried in suspense as 
a set-off against the share capital and free reserves. The fixed assets 
thus suspended would be kept as a memorandum account for the 
sole purpose of assessing the correct sum to be provided annually 
for their renewal, by whichever method and policy has been agreed 
upon. This sum would then be accumulated as a depreciation 
fund, shown as such on the balance sheet, with its relative invest- 
ment in floating assets. 
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The above is not suggested seriously as a suitable form of modern 
balance sheet, though in underlying principles it has something in 
common with the double account system adopted by railway com- 
panies. As an extreme, it at least emphasises the limitations of 
anmial accounts, and is the logical answer to those who clamour 
for a balance sheet to be from year to year a true statement of 
current value. It also emphasises the need — too little observed — of 
keeping a reasonable proportion of the depreciation fund in liquid 
form, and at a reasonable proportion of the total capital expendi- 
ture requiring renewal. 

In so far as the depreciation fund is not liquid, the effect is that 
the fund required against one fixed asset is invested in another 
fixed asset ; a policy which, if carried to extremes results in over- 
spending on capital account — one of the most fruitful causes of 
financial difficulty. The proportion of the fund which as a minimum, 
should be kept liquid, varies in different businesses, but it is worthy 
of remark that in those which are subject to changing conditions, 
the practice of investing the fund in additional manufacturing 
assets may lead not only to absence of resources when required, but 
also to the very negation of the fund because at that same time the 
plant which represents the fund may itself be obsolete. 

If the limitations of balance sheets become more universally 
recognised, it remains to consider what steps in regard to 
depreciation may be taken to make them, in conjunction with the 
profit and loss account, more helpful to the average investor as a 
guide to the progress of his investments. It would appear neither 
practicable nor desirable to lay down the method or the policy of 
depreciation which public companies should be required to follow ; 
for this involves decisions which each should be allowed to work 
out for itself, and to suit its own case. It would, however, appear 
reasonable that any such company should be required to declare the 
policy it is adopting and the method by which it proposes to make 
that policy effective. It should also be required to show annually 
the amount of depreciation charged to carry that policy into effect, 
and if it changes its principles in this respect to any material extent, 
it should let that change be known. 
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Conclusions. 

In order to be as definite and constructive as possible, J wiU 
conclude by endeavouring to summarise some of the points which 
seem to have emerged. 

Depreciation is as much a charge in the year's accounts as 
is any other item of expenditure, the cash pajmient in respect 
of which is more closely related to the period in question. It is 
not an appropriation to be provided only when profits are 
available. 

The difficulty of its treatment involves the central problem 
of modern accountancy, namely the spreading of expenditure 
— or of income — fairly over a period of time. 

In spreading an asset's cost over its effective life, there are 
other factors, besides that of time, to be considered, e.g. the 
curves of usefulness and cost of upkeep, interest and residual 
value. Obsolescence too, is a vital factor requiring the original 
estimates of effective life continuously to be revised. 

Certain assets can be so maintained that it may be said they 
do not physically depreciate. In such case the provision for 
depreciation — though none the less necessary — is in effect a 
provision for obsolescence. 

Effective life of a whole unit may be extended by the re- 
newal of parts thereof. In some cases the question of renewals 
is the major consideration in the whole problem, which then 
requires to be dealt with from that point of view. 

There are also questions of policy involving the desirability 
or otherwise of providing out of revenue for replacement at a 
different cost, whether that difference be due to modem im- 
provements, changing price levels, or to the abnormal price of 
the original purchase. 

In these uncertain days there is more to be said for a broad 
and prudent policy than for one limited to the exact writing 
off of past expenditure in a pre-determined way. 

Having decided on the policy, the desired object may be 
attained by a variety of methods, of which the reducing 
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balance, the straight line and the sinking fund (or the annuity) 
rnethods are the orthodox examples. 

Each has its special characteristics, to be considered on their 
merits when selecting the method most suitable for a particular 
•case. Methods can be devised to combine the advantages of 
each. 

Other considerations being equal, favourable regard should be 
given' to the method which accumulates depreciation as early 
as is reasonably possible. A reasonable portion of the provision 
to date should be kept liquid. 

In all these decisions the undesirability of violent fluctua- 
tions both in annual accounts and in costings should be borne 
in mind. Quotations based on costings should have regard to 
replacement costs. 

Income-tax allowances for depreciation have a deep effect 
on the economic development of a business or an industry, 
apart altogether from their primary purpose of fairly assessing 
tax payments. 

Depreciation, as commercially understood, does not seek to 
leave the residue of expenditure at any moment of time as a 
true indication of the value of fixed assets. 

Appraisals for such a purpose must, when required, be speci- 
fically made. They have certain definite uses in specific circum- 
stances, but they are not practicable as an annual review of 
variation in value. 

An auditor is not a valuer and, except in special cases, is 
under no obligation to comment on fixed asset values. He has, 
however, a very real responsibility in regard to the provision of 
depreciation for the period under audit. He must see not only 
that it is reasonably adequate, but that, if calculated on bases 
which vary substantially as between different accounting 
periods, the facts are sufi&ciently disclosed. 

EngHsh law has recognised an accountancy distinction be- 
tween fixed and floating assets. It has not, however, given any 
very clear indication as to the rules governing the treatment of 
assets in the former category and is inclined to leave to each 
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company a "syide discretion within the four corners of its own 
regulations. 

With capital values changing as violently as in recent years, 
there is apt to arise at times a feeling that the normal relationship 
of revenue to capital is out of joint ; that revenue cannot be ex- 
pected 'to provide for capital losses and that a careful calculation of 
depreciation charges has therefore lost any present-day usefulness. 
Nevertheless, however clear it may be in extreme cases that nothing 
short of capital reduction will meet the situation, it cannot be too 
clearly remembered that the distinction between depreciation and 
maintenance is mainly a matter of date of provision. Depreciation 
is a very real operating expense and needs providing for just as much 
— ^perhaps even more — in bad times as in good. 

Apart from dealing broadly with the accountancy aspect of the 
subject, I have endeavoured to touch on underlying principles. I 
have done so because I feel that if accountancy is not so founded, 
it will not adequately be playing its part towards the ^solution of 
the industrial problems of the day. 

Finally, I have endeavoured to express views which I hope may 
be common ground to the profession. If such views in regard to 
depreciation can be accepted, annual accounts, with aU their limita- 
tions should, in this important aspect, at least be capable of correct 
interpretation. My remarks have been directed towards that end. 
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TABLE I 

Reducing Balance Method 

Units 

Total cost of asset . . . , . . 100,000 

Residual value . . . . . . . . 5, 000 

Amount to be amortised . . . . 95 >000 


Amortisation at Amortisation at 

5% per annum. 13.911% per annum. 



Annual 

provision 

Balance of 
asset 
account 

Annual 

provision 

Balance of 
asset 
account 

Year i 

5,000 

95,000 

13.911 

86,089 

2 

4.750 

90,250 

11,976 

74.113 

3 

4.512 

85,738 

10,310 

63,803 

4 •• 

4.287 

81,451 

8,876 

54,927 

5 •• 

4.073 

77,378 

7,641 

47,286 

6 .. 

3.869 

73.509 

6,578 

40,708 

7 •• 

3.675 

69.834 

5,663 

35,045 

8 .. 

3.492 

66,342 

4.875 

30,170 

9 •• 

3.317 

63,025 

4.197 

25,973 

10 

3.151 

59.874 

3.613 

22,360 

II 

2,994 

56,880 

3,110 

19,250 

12 

2,844 

54.036 

2,678 

16,572 

13 •• 

2,702 

51,334 

2,305 

14,267 

14 .. 

2,567 

48,767 

1.985 

12,282 

15 

2,438 

46,329 

1,708 

10,574 

16 

2,316 

44,013 

1,471 

9,103 

17 .. 

2,201 

41,812 

1,266 

7,837 

18 .. 

2,091 

39,721 

1,090 

6,747 

19 .. 

1,986 

37.735 

939 

5,808 

20 

1,887 

35,848 

808 

5,000 


64,152 


95,000 



Notes : — 


(1) A rate of 5 per cent, which on the straight line method would write 
the asset off in 20 years has, on the above method, written off less 
than 65 per cent, thereof. 

(2) In order to leave at the end of 20 years a residual value of 5 per 
cent, of the cost of the asset, a depreciation rate of nearly 14 per 
cent, is required. 

(3) For comparison purposes it may be noted in this and in the fol- 
lowing tables that on the straight line method the annual provision 
would be 4,750 units. 
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TABLE 2 

Sinking Fund Method 
If C units = Original Cost of Asset, 

R units = Residual Value, 

A units = Amount of an annuity of i unit for 20 years, at 4 
per cent., 

Then fixed annual provision to Sinking Fund, 

C-R . 

= — — units. 

A 



Fixed 

annual 

provision 

Interest 
at 4% on 
total of 
fund. 

Total 

annual 

provision 

Total 

deprecia- 

tion 

fund. 

Asset at 
cost less 
depreciat'n 
fund. 

Year i . . 

3,190 



3.190 

3,190 

96,810 

2 . . 

3,190 

128 

3,318 

6,508 

93,492 

3 •. 

3,190 

260 

3,450 

9,958 

90,042 

4 

3.190 

398 

3,588 

13,546 

86,454 

5 •• 

3.190 

542 

3,732 

17,278 

82,722 

6 

3,190 

691 

3,881 

21,159 

78,841 

7 •• 

3.190 

846 

4,036 

25,195 

74.805 

8 .. 

3,190 

1,008 

4,198 

29,393 

70,607 

9 •• 

3,190 

1.176 

4,366 

33,759 

66,241 

10 . . 

3,190 

1.350 

4,540 

38,299 

61,701 

II . . 

3,190 

1.532 

4,722 

43,021 

56,979 

12 . . 

3,190 

1.721 

4,911 

47,932 

52,068 

13 •• 

3,190 

1.917 

5,107 

53,039 

46,961 

14 .. 

3,190 

2,122 

5,312 

58,351 

41,649 

15 

3,190 

2,334 

5,524 

63,875 

36,125 

16 . . 

3,190 

2,555 

5,745 

69,620 

30,380 

17 .. 

3,190 

2,785 

5.975 

75.595 

24,405 

18 .. 

3,190 

3,024 

6,214 

81,809 

18,191 

19 .. 

3,190 

3,273 

6,463 

88,272 

11,728 

20 . . 

3,190 

3.538 

6,728 

95,000 

5,000 


63,800 

31,200 

95,000 




Notes : — ■ 

(1) If interest is provided from external investment, the fixed annual 
provision is, like that under the straight line method, constant in 
amount though a lesser sum. 

(2) If interest is an internal book entry, the increasing annual charge 
to revenue corresponds with that arrived at under the annuity 
method in Table 3. 
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TABLE 3 Annuity Method 

If p units = present value at 4 per cent, of i unit' due at the end of 
20 years. 

And P „ = present value of annuity of i unit for 20 years at 4 per cent., 
Then fixed annual provision 
C~R.p 

' =: — units 

P 



Fixed 

annual 

provision 

Interest at 
4% on de- 
preciated 
value of 
asset 
(added to 
asset 
account) 

Net charge 
to profit 
and loss 
account 

Total of 
deprecia- 
tion 
fund 

Asset at 
cost less 
deprecia- 
tion 
fund 

Year i . . 

7,190 

4,000 

3>i90 

3,190 

96,810 

2 . . 

7,190 

3.872 

3.318 

6,508 

93.492 

3 *• 

7,190 

3.740 

3,450 

9,958 

90,042 

4 •• 

7,190 

3,602 

3.588 

13,546 

86,454 

5 •• 

7,190 

3.458 

3,732 

17,278 

82,722 

6 .. 

7,190 

3.309 

3,881 

21,159 

78,841 

7 •• 

7,190 

3.154 

4,036 

25,195 

74,805 

8 .. 

7,190 

2,992 

4,198 

29,393 

1 70,607 

9 •• 

7,190 

2,824 

4,366 

33,759 

1 66,241 

10 . . 

7,190 

2,650 

4,540 

38,299 

* 61,701 

II . . 

7,190 

2,468 

4,722 

43,021 

56,979 

12 . . 

7,190 

2,279 

4,911 

47,932 

52,068 

13 

7,190 

2,083 

5,107 

53,039 

46,961 

14 .. 

7,190 

1,878 

5,312 

58,351 

41,649 

15 •• 

7,190 

1,666 

5,524 

63,875 

36,125 

16 .. 

7.190 

1.445 

5,745 

69,620 

30,380 

17 .. 

7,190 

1,215 

5,975 

75.595 

24,405 

18 .. 

7,190 

976 

6,214 

81,809 

18,191 

19 .. 

7,190 

727 

6,463 

88,272 

11,728 

20 . . 

7,190 

462 

6,728 

95,000 

5,000 


143.800 

48,800 

95,000 



Notes : — 


(1) Including the factor of interest, the fixed annual provision is, like that 
underthestraightlinemethod, constant in amount though a largersum. 

(2) The interest column is in effect an annual credit to revenue of 4,000 
units (4 per cent, on the cost of the asset) less an annual charge 
corresponding in amount and nature to the interest charges shown 
in Table z. under the sinking fund method — Whence the fixed annual 
provision in the two methods differ by the 4,000 units, though their 
final effects on the asset account are identical. 
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TABLE 4 

Percentage of Original Cost Written off, under REDUcfNG Balance 
Method, at each year end 


Years 

5% 

6% 

7% 

8% 

9% 

10% 

I 

5.00 ! 

6.00 

7,00 

8.00 

9.00 

10.00 

2 

9-75 

11.64 

13.51 

15-36 

17.19 

19.00 

3 

14.26 

16.94 

19.56 

22.13 

24.64 

27.10 

4 

18.55 

21.92 

25.19 

28.36 

31.42 

34-39 

5 

22.62 

26.61 

30.43 

34-09 

37-59 

40.95 

6 

26.49 

31.01 

35-31 

39-36 

43.21 

46.86 

7 

30.16 

35.15 

39-84 

44.21 

48.32 

52.17 

8 

33-66 

39-04 

44-05 

48.67 

52.97 

56.95 

9 

36.97 

42.70 

47-97 

52.78 

57.20- 

61.26 

10 

40.12 

46.14 

51-61 

56.56 

61.06 

65-13 

II 

43-12 

49-37 

55-00 

60.03 

64.56 

68.62 

12 

45-96 

52.41 

58.15 

63.23 

67-75 

71.76 

13 

48.67 

55-26 

61.08 

66.17 

70.65 

74-58 

14 

51-23 

57-95 

63.80 

68.87 

73-29 

77.12 

15 

53-67 

60.47 

66.33 

71-37 

75-70 

79.41 

16 

55-99 

62.84 

68.69 

73-66 

yy.SS 

81.47 

17 

58.18 

65-07 

70.88 

75.77 

79-87 

83-32 

18 

60.28 

67.16 

72.92 

77-70 

81.68 

84-99 

19 

62.26 

69.14 

74.81 

79-48 

83-33 

86.49 

20 

64.15 

70.99 

76.58 

i 81.12 

84.83 

87.84 

25 

72.26 

78.71 

83.76 

87.51 

90-53 

92.82 

30 

78.54 

84-37 

88.70 

91.77 

94.10 

95-76 

40 

87-15 

91.58 

94.46 

96.42 

97-70 

98.52 

i 
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TABLE 5 

Graph showing balances left on the asset account at each year end, 
under each of the methods of depreciation referred to in the foregoing 
tables. 
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TABLE 6 

Table showing the effective depreciation charge against revenue under 
the foregoing Tables, if credit be taken for the interest deemed to accrue 
annually at 4 per cent., on the accumulating fund. 


Year 

Sinking Fund 
and Annuity 
Methods 

Straight 

Line 

Method 

Reducing Ba] 
at 5% 

1 

iance Method 

at 13.91% 

I 

3.190 

4,750 

5,000 

13,911 

2 

3.190 

4,560 

4,550 

11,420 

3 

3.190 

4,370 

4,122 

9,275 

4 

3,190 

4,180 

3,717 

7,428 

5 

3,190 

3,990 

3,331 

5,838 

6 

3,190 

3,800 

2,964 

4,469 

7 

3.190 

3,610 

2,615 

3,291 

8 

3.190 

3,420 

2,285 

2,277 

9 

3,190 

3,230 

1,971 

1,404 

10 

3.190 

3,040 

1,672 

652 

II 

3.190 

2,850 

1,389 

4 

12 1 

3.190 

2,660 

1,119 

- 552 


3.190 

2,470 

863 

- 1,032 

14 

3.190 

2,280 

620 

-1,444 


3,190 

2,090 

389 

— 1,801 

16 ! 

3.190 

1,900 

169 

— 2,106 


3,190 

1,710 

- 38 

- 2,370 

18 

3,190 

1,520 

- 236 

- 2,596 

19 

3,190 

1,330 

- 425 

- 2,791 

20 

3,190 

1,140 

— 604 

— 2,960 

Effective depre- 





ciation charge 

63,800 

58,900 

35,473 

42,317 

Interest 

31,200 

36,100 

28,679 

52,683 

Total provision 

95,000 

95.000 

64.152 

95,000 


Notes . — 


(1) The total provisions over the period are in effect made np of 
interest in each case to the extent shown above, but it is only in the 
sinking fund and annuity methods that they are normally so regarded. 

(2) Conversely, if interest were charged on the fund accumulating 
from the gross sums provided annually as depreciation under the straight 
line and reducing balance methods, the total provision '' over the period 
would be substantially more than sufficient to write off the asset 
account. 
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Methods of Dealing with these Matters including 
Annual Appraisals 

BY 

A. S. Fedde, C.P.A. {New York City) 

Introduction 

Although the paper prepared on this subject by Mr. Howitt was 
in my hands prior to the release of this article, it was not read by me 
until this had been written in final form. That the premises in the 
preliminary considerations in .the two papers should contain the 
same thought is therefore some indication that accountants on both 
sides of the water have the same basic principles in mind, and a 
recognition that there are fundamentals upon which accountancy 
practice is based. 

General Comments on Principles and Conditions 

In an accounting sense the term depreciation is considered in a 
somewhat different light than as mere loss of value, the thought 
involved being more that of an apportionment of values upon an 
equitable basis as between capital and expense. Depreciation con- 
nected with values pure and simple, with no element of useful life 
entering into consideration, is applied in the accounting sense mainly 
to marketable securities and commodities. Depreciation in the 
sense of its application to fixed tangible assets means the consump- 
tion in production processes of a preliminary outlay in such assets as 
make production possible. As applied to fixed intangible assets, 
patents, copyrights, franchises, and the like, it means the consump- 
tion of the original outlay for such assets through the passage of the 
time to which their life is limited. Thus we have one class of assets 
subject to physical depreciation from a combination of use and 
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passage of time, and another class subject to depreciation from the 
passage of time alone. Both classes are subject to obsolescence. 

This depreciation takes place regardless of rise or fall in values of 
labour and commodities. The cost of labour and bricks, mortar, 
lumber, and steel to produce buildings or machinery may rise in a 
certain, year and thus cause buildings and machinery already con- 
structed and in use to rise in value, but such Valuation rise has 
nothing to do with the depreciation charged at the same time to 
measure the cost of the shrinkage in life span of the fixed assets. 

Similarly, the maintenance of efficiency at a relatively even level 
throughout the Hfe of the asset has no relation to the measurement 
spoken of, except that a high degree of maintenance may prolong the 
life of the asset and neglect of maintenance may shorten it. This 
maintenance of efficiency has been cited by some as proof that 
depreciation was not then taking place. By close attention to re- 
pairs the asset may continue to be as good as new, so far as its 
functioning is concerned, and the life of the unit may be prolonged 
beyond that which it would have if such maintenance were not so 
assiduously applied — ^but its life, long or short, certainly has an end. 
The theory that depreciation in such a case does not occur seems to 
be due to a confusion as to the implication of the term rather than 
any misunderstanding of the facts. This, no doubt, arises from a 
mental substitution of current values as measured by efficiency for 
depreciated values in the accounting sense which is less related to 
current efficiency of the asset. The latter is the proration of the initial 
outlay — or prepaid expense as it might be termed — over the esti- 
mated life of the asset ; the former is the application of the term 
depreciation in a non-accounting sense as related to day-to-day or 
year-to-year money value as measured by the capacity of the asset to 
function. 

In the early hfe of an asset efficiency may increase, such as in the 
increased smoothness of operation of a machine, and the maximum 
of efficiency may be maintained for a considerable part of the asset 
hfe. For some time thereafter its efficiency may decline but shghtly — 
a decided decline in efficiency naturaUy marking the end of its useful 
hfe. In an accounting sense one does not consider that appreciation 
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has taken place with the increased efficiency, nor that depreciation 
has been suspended or delayed with maintenance of efficiency, nor 
that depreciation has suddenly taken place at the close of the useful 
life of the asset. 

The term obsolescence applies to complete or partial loss of useful 
life from causes unconnected with the physical condition of the asset. 
It has suffered a functional loss though physically it may remain 
unimpaired. 

An asset suffers obsolescence from engineering improvements and 
new inventions which render it either partially or completely useless. 
An instance of partial obsolescence is seen in the improvements of 
engines in steamships which have rendered some types partially, 
but not entirely obsolete. The sailing vessel, on the other hand, 
became completely obsolete for most commercial purposes upon the 
invention of steam for propulsion of ships. Sailing vessels moored 
in the harbour of New York with bowsprits projecting over South 
Street some 40 years ago are only a memory. 

Other obsolescence may arise through inadequacy or super- 
session. If we were to consider these two causes of functional loss as 
being depreciation instead of obsolescence, we would depart from 
the use of the term depreciation in the accounting sense as to life 
proration of fixed assets, and begin to apply it in the non-accounting 
sense as referring to valuation. I prefer, therefore, the term obso- 
lescence to designate the cause of decline in values due to any 
functional loss as distinguished from physical deterioration. 

Inadequacy occurs when an asset is no longer capable of fulfilling 
the needs of the particular business, though physically it may func- 
tion as well as previously. When a set of machines is scrapped 
because larger ones are needed to furnish the desired output they 
have, so far as that business is concerned, suffered obsolescence 
because of inadequacy. 

Supersession occurs largely through demands or requirements of 
the public as, for example, demands for highways constructed of 
concrete, more comfortable apartment houses, more luxurious 
passenger steamships, underground electric transmission lines, 
more convenient telephone equipment, and the like. For example. 
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the telephone transmitter carrying the receiver on a hook, which was 
in universal use in the United States, has suffered partial obsolescence 
through the demand of a considerable part of the public for the so- 
called^ hand phone embodying both transmitter and receiver in one 
piece. 

Obsolescence through inadequacy and supersession occurs to a 
greater extent in new territory where the population is increasing. 
In some relation to the increase in population, capital assets become 
inadequate ; and other assets such as roads, hotels, civic buildings, 
and means of transportation become superseded by the necessity of 
accommodating both a larger population, and popular demands that 
the facilities be improved simultaneously with their expansion. 

In the United States the rate of obsolescence in the past 25 years 
from the three causes of invention, inadequacy, and supersession has 
been enormous. Demanding new and improved things had become 
a habit and led to great extravagance. Beautiful residences, costing 
in some instances millions of dollars, were purchased and scrapped to 
make room for shop buildings, huge apartment houses, and great 
hotels. A building one hundred years old anywhere in New York 
City — or in the whole country — is a curiosity but not yet an object of 
interest. Change in type of city dwellings furnishes a notable ex- 
ample of supersession. In some cities whole blocks of private houses 
were torn down to make way for apartment houses, and in turn 
, apartment houses which are now twenty years old are partly obsolete 
because of the greater convenience and luxury embodied in newer 
ones. 

For a number of years automobiles were so frequently changed in 
design that thousands of people made new purchases each year in 
order to be in possession of cars with the latest improvements. This 
great demand required constantly enlarged plants and machinery for 
production. In short, a very considerable part of industry in the 
United States for many years was concerned with the construction of 
capital goods on account of inadequacy and to supersede those no 
longer considered suitable. Idle and abandoned plants scattered over 
the country bore mute witness to this condition. 

The slackening in pace in the construction of capital goods would 
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be felt more in the United States than in Europe because a larger* 
proportion of the workers in the States are engaged therein. A 
study of this phase of American industry might throw considerable 
light on the reasons for present unemplo3anent. It might be found 
that- too great a proportion of the workers was engaged in the pro- 
duction of capital goods with the result of abrupt decline in employ- 
ment as an accom'paniment to decrease in inadequacy and super- 
session obsolescence. 

Where obsolescence has been incurred in total, naturally the asset 
values which remain require to be charged off except for any re- 
sidual value. Where it has incurred in part, the asset value remaining 
requires to be written down in order that operating costs, including 
depreciation charges based on the remainder, may be comparable in 
the cost of production with operating costs per unit of production of 
the improved machine or other asset. 

Methods 

Methods of providing for depreciation are enumerated in the 
paragraphs following ; and with it understood that each method 
contemplates the writing down of the asset to the residual or salvage 
value at the end of the useful life, repetition of that statement will be 
unnecessary. 

(1) The reducing balance method 

consists of the application of a uniform rate, calculated 
on the balance of the asset less depreciation previously 
written off. 

(2) The straight line method 

consists of the application of a rate to the asset value 
without reduction for depreciation taken. 

(3) The production unit method 

provides amounts out of income based on output. In its 
application to mines, oil wells, &c., it is termed depletion. 

(4) The sinking fund method 

is used to set aside equal instalments in a fund, the 
instalments plus compound interest on the accumulated 
fund being calculated to reach the amount required over 
the intended term. 
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(5) The annuity method 

involves the charging of interest on the value of the asset 
diminished by accumulated depreciation (the contra 
credit for interest charged being to income), the cost of 
the asset plus interest thereon, calculated as above, 
being written down in equal periodical amounts. The 
charge to operations is for depreciation and use of the 
asset value, and is therefore made up of depreciation 
plus interest on the investment. 

(6) The maintenance and depreciation method, 

as its name indicates, employs a charge contemplated 
to spread combined repairs and depreciation over the life 
of the asset in equal annual instalments. 

(7) The retirement reserve method 

is a flexible means used to accumulate or to appropriate 
amounts out of income or surplus for the retirement of 
assets at the end of their useful life. 

(8) The appraisal method 

involves a valuation of assets, stating cost of reproduction 
on the basis of current prices less accrued depreciation 
thereon ; the difference between book values of the assets 
and appraisal values being charged off as depreciation. 

The oldest method is, no doubt, the reducing balance method, 
which is largely used in Great Britain. Its general use is recognised 
in regulations under the Finance Act, which will be commented upon 
later. An advantage appertains to it in its ease of application, under 
which an item cannot inadvertently be made the subject of additional 
depreciation once it has been fully depreciated. Another advantage 
is that smaller amounts are charged for depreciation in the later 
years of the asset life when maintenance costs would normally be 
increasing. 

These advantages accrue mainly in the case of the smaller indus- 
trial concerns, and diminish in proportion as the concern expands, 
with investment in new and additional plant made from time to time. 
The expansion would have the effect of spreading the heavy repairs 
over various periods with fair equality, whereas in the case of a 
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single small organisation, the charges might be much heavier in 
certain years than in others. Certain disadvantages are illustrated 
following mention of the straight line method. 

In the United States the straight line method with the depreciation 
reserve account is in almost universal use in industrial concerns. 
Sm3l1 firms that do not keep detailed records of plant items, Leep the 
asset accounts in some form of general classification. To avoid calcu- 
lating depreciation on assets fully depreciated, an analysis by years 
of installation is kept, so that additions to an asset account made, 
say, in the year 1925, and subject to a 10 per cent, rate of depreciation, 
will be cleared by the depreciation charge in the year 1934 except for 
a remainder, representing the charge for a portion of a year, to be 
written off in 1935. The amount shown in the analysis as purchases 
or installations in the year 1925 will have been balanced by amounts, 
entered in yearly columns, until the total of such amounts equals 
that in the asset column. 

Some concerns, including many of the larger ones, keep detailed 
records of principal plant items on which is recorded the deprecia- 
tion written off and the final disposition of the asset. This record is 
in some cases in balance with the controlling accounts and in other 
cases it is a memorandum record. 

The straight line method has conservatism in its favour, in that 
rates may be used that do not appear unduly high, but, being calcu- 
lated on the original cost, succeed in writing down the assets in a 
considerably shorter time than the reducing balance method. This 
is of considerable moment in a country of rapid industrial expansion 
where invention, inadequacy, and supersession frequently leave 
substantial amounts to be written off as lost, in spite of high depre- 
ciation rates used. 

For example, a rate of 4^ per cent, applied on the straight line 
method to a cost of $1,000 will reduce it to a scrap value of $100 in 
20 years, whereas, to effect the same reduction in the same time by 
the reducing balance method, a rate of 10.875 per cent, is required. 
The 4^ per cent, rate applied on the reducing balance would require 
approximately 50 years to effect the same reduction ; while at the 
end of 20 years there would be a balance remaining of $398, or 
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39-8 per cent, of .cost, which in most cases would be far in excess of 
scrap value. 

Considering conditions, I am strongly of the opinion that the 
straight line method is much more suitable in the United States than 
the reducing balance method. 

The^ production unit method is used for calculation of estimated 
depletion of mines, wells, timber land, and the like. It is also used 
considerably by public utilities, based on the sale of gas and electric 
power. This will be further mentioned in the consideration of retire- 
ment reserves. 

The sinking fund method is used mainly where the purchase of 
the asset is financed by means of long term indebtedness. However, a 
provision by means of a sinking fund for retirement of debt may or 
may not synchronise with actual depreciation, and where a reserve 
is created for such retirement its relation to actual depreciation 
should be noted. 

Sometimes securities are set aside as investment of depreciation 
reserve in order that these may be earmarked as capital to avoid 
being claimed by the Government to be investment of surplus not 
employed in the business. (Accumulation of surplus not required in 
the business is subject to a penalty tax under the Federal Revenue 
Act.) This, however, is not necessarily an application of the sinking 
fund method but may be an accumulation of depreciation funds 
, under any method. Obviously, the retention of funds in available 
form, secured from the operation of the depreciation reserve, con- 
tributes to the financial strength of an enterprise. 

The use of the annuity method is sometimes advocated in cost 
accounts. It is troublesome to apply in the case of assets having a 
comparatively short life, and in which there are frequent changes. 
It can well be used, if desired, in the case of a single asset of long life 
such as a building or leasehold. The advantages claimed for it are 
that it equalises cost to the concern owning the asset outright with 
that of one holding the asset and paying interest on a bonded 
indebtedness, and indicates the profit or loss after absorbing an 
interest charge for the amount locked up in a fixed asset. It is simi- 
lar in theory to the charging of rent into the accounts for a wholly 
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owned plant. The method is not in extensive use so far as I can 
ascertain. 

The maintenance and depreciation method is very little used, and 
mainly in those cases involving a single unit or a compact plant. 
The' same result, namely, of spreading maintenance as evenly as 
may be, is accomplished by accumulating a reserve for extraordinary 
repairs— as distinguished from current ordinary upkeep — in addition 
to the reserve for depreciation. 

Retirement reserves are accumulated mainly by public utility 
corporations operating under State systems. Depreciation reserves 
are used by transportation and communication companies operating 
in interstate business, the accounts of which are prescribed by the 
Interstate Commerce Commission. 

The operation of retirement reserves is mainly for the purpose of 
equalising the charge for retirements, the charges being made to 
“ retirement expense ” account or to surplus or to both. If upon 
retirement of plant the credit balance in retirement reserve is 
insufficient to cover the amount to be written off, the excess of the 
latter is charged to “ property abandoned.” This system is based 
on the theory that the useful life cannot be determined with reason- 
able accuracy and that therefore flexibility in appropriations is 
desirable and necessary. It is claimed with good reason that time is 
not the governing factor in the useful life in the case of public utilities 
— that invention, inadequacy and supersession are more often the 
cause for retirement of plant, and that, therefore, the management, 
in addition to giving consideration to past experience, must look 
ahead and attempt to forecast retirement by the trend of require- 
ments, making such charges and appropriations as conditions indicate 
to be desirable. That theory is finding quite general advocacy among 
power and light companies. However, that which is considered 
maintenance probably includes replacements which might, under a 
different system, be considered capital outlay. 

The appraisal method will be dealt with in a separate section. 

In connection with this discussion of methods, it is of interest to 
note the totals accumulated as depreciation or depletion by the 
principal industries in the United States, apart from public utilities 
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and railroads, as expressed in percentage of reserves to gross plant. 
The compilation was made by an investment banker for hjs own 
use, and is stated to represent between 70 per cent, and 90 per cent, of 
the total production capacity of the respective industries. These 
percentages are as follows : — 


Steel . . 

Oil . . 

Motor 

Copper 

Electrical 

Chemical 

Meat packing 

Rubber 

Cement 

Textiles — Cotton 


30 

43-8 

3r-9 

29.1 

63 

41.8 

41.2 
39-2 
35-5 
45-8 


Importance of Depreciation Provision 

Charging depreciation of fixed assets on as scientific a basis as 
possible is necessary in order accurately to measure costs and profits 
and to maintain the capital of an enterprise from being dissipated by 
dividend payments in excess of net income. It would seem that the 
largest and most important single function of public accountants 
is to distinguish in accounting between capital and income. The 
.measure in this respect is of materiality to stockholders both as it 
affects their income and the value of their investments, inaccurate 
valuation of securities at the time of their transfer from one person to 
another working unmerited gain to one and unwarranted loss to the 
other. Accuracy of measurement of profits is important also to 
company officials in order that they may avoid misrepresentation to 
their stockholders and the public, and that they may avoid liability 
for distribution of ordinary dividends out of capital. 

Certain dividends are of necessity paid out of capital, such as 
dividends in liquidation, dividends from depletion reserves in the 
case of mines, &c., and dividends from paid-in surplus, which is per- 
missible in most states. Some companies are organised with the 
capital divided into two parts, a small amount for stated capital and 
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a large amount as paid-in surplus with the intention that, as cash 
becomes available through the operation of the depreciation charge 
against income, the funds may be withdrawn as dividends out of 
paid-in surplus. In these cases it is, of course, fully understood by 
the owners that amounts so returned as dividends out of paid-in 
surplus are returns of capital. 

Discretionary Depreciation Charges 

It lies in the discretion of the management of an enterprise or 
institution to choose their own policy, whether or not to provide for 
depreciation of donated wasting assets as, for example, a hospital 
building, a church building, or a club house. By donated, I mean 
not necessarily by a single donor — it may be by an aggregate of 
subscriptions or entrance fees or dues, and not represented by issued 
capital stock. 

Where the income accounts are not charged with depreciation 
they are, of course, overstated by the part of the invested donations 
or subscriptions which have been consumed in operation. It appears 
to be the policy in some institutions of this character neither to 
charge depreciation nor to state that it has been omitted — in fact, 
to leave the matter of providing funds for replacement to the suc- 
ceeding generations. It may happen that replacement must-be 
currently made, perhaps because of destruction by fire or from the 
necessity of moving, as may happen if the property be condemned to 
provide for street widening or for other municipal requirements ;■ 
and the replacement then would probably require additional funds 
for a difference between depreciated value and cost of new con- 
struction. 

It would seem no more than reasonable in such situations that 
those having a personal and possibly also a monetary interest, even 
though represented by membership and not by capital stock, should 
be apprised in the annual accounts that no provision has been made 
out of income toward the accumulation of a depreciation or replace- 
ment reserve. 


Revision of Asset Values and Depreciation Charges 
In the few years prior to 1930 revaluation of fixed assets was 
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prevalent among porporations in the United States, assets which 
had been acquired at a cost less than the then current cost. being 
revalued and set out on the books to include the accretion. This 
practice came to a sudden end toward the close of the year 1929. 
In the meantime in many instances the increased values were made 
the basis for the issue of stock dividends. 

The question of depreciation immediately became one of import- 
ance. While corporation officials wished the assets carried at the 
increased figures, many were loath to charge operations with depre- 
ciation calculated thereon. Some charged operations with depre- 
ciation on cost and charged surplus from appreciation with the 
depreciation of the increase in book value. In following that practice 
the asset would become written off by the offset of depreciation 
reserve, but only the cost would have been recouped from operations, 
and therefore be represented by cash or other working assets, and 
the balance of the reserve would be merely surplus from appreciation 
(which lay in fixed assets) transferred to the depreciation reserve 
account. 

Obviously the act of placing the appreciated values on the books 
would be the result of a firm belief that cost had permanently 
adyanced and, therefore, the procedure which should logically flow 
therefrom would be to charge to operations the full amount of de- 
preciation in order to provide a reserve for replacement of the so 
.much more valuable asset. From the legal standpoint, a provision 
out of profits to the extent of cost would be all that was required, 
but with the then prevalent belief in the permanence of the current 
level of costs, it appeared to be the part of prudence to provide for 
replacement at those levels. Naturally, it seemed inconsistent to 
capitalise one value in the balance sheet and to provide for replace- 
ment through income of another and lower value. 

The enhanced valuations have recently been in process of being 
deflated in the accounts — a sort of blood-letting which is supposed to 
be good for the patient. Fixed assets are being revalued — much of 
this was done in 1932— by taking depreciated values at present price 
levels as the proper ones to carry, and in many cases writing down 
plants for which no immediate use is in sight to a nominal value. 
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As part of this process, depreciation reserves are adjusted, depre- 
ciation charges are revised, and the net amounts written down are 
charged off to surplus ; and if further surplus is required to absorb 
the charge, it is provided by reducing stated or par value of the 
capital stock. The reports of corporations subsequently show in- 
creased profits or decreased losses by reason of decreased charges for 
depreciation based on the new and lower valuations. 

The pre-crash financial operations and the post-crash operations 
seem to bring to mind a legend connected with the mythical char- 
acters bearing the euphonious appellations Jack and Jill. The 
justification for the present revaluation downward (naturally there 
must be a justification for Jack and Jill spilling all that water) is 
that the revision in asset values and capital structure is made through 
legally possible changes within the corporation, which would un- 
questionably be proper in a sale to a new corporation, therefore a 
reorganisation has in effect taken place without the expense involved 
in a formal reorganisation. The shrinkage in value has taken place, 
and it is argued that the loss has been sustained and is being re- 
cognised by taking it out of capital. 

Is that argument entirely sound ? It is quite generally understood 
that the fixed assets, being in the nature of a prepaid charge to. the 
operations in which they will be consumed, are not expected to 
appear in the balance sheet at market or realisable value, or value 
to replace, but at cost less the proportionate amount consumed 
charged to operations. The loss which has been sustained in the 
capital of the stockholders must then be the loss due to shrinkage 
in earning power, which is the predominant basis in valuation of 
capital stock. But under present conditions can that loss be said 
to be due to overvaluation of the concern’s assets and to excess 
charges for depreciation accruing ? With business volume much 
below normal, must not volume of business generally increase con- 
siderably before it can be judged definitely that the assets have 
suffered a shrinkage in earning power ? The procedure, as carried 
out by a considerable number, does somehow give the impression 
of an impatience to help along income with the nostrum of costs 
artificially lowered, even though with formahty and full legal 
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'sanction. The reduction in plant values is not confined to those 
cases where values had been increased. If that were so there would 
seem to be ample justification for returning the valuations to the 
original cost basis as being a return to conservative accounting 
practick 

An argument is employed that by reducing fixed asset values 
and consequently depreciation, the corporations ^vill be in position 
to compete with concerns erecting plants at to-day's lower costs. 
This may sound a bit specious in view of the fact that practically no 
corporations are erecting plants to-day. It might be within the 
limits of reason to wait until construction of new plants is under 
way and then revalue existing plants to the cost level which would 
prevail at that time. Can it be that we should add another cause 
for obsolescence, namely, superfluity ? It almost seems that the 
real justification for writing off or writing down assets at the present 
time might be due to this new kind of obsolescence. 

It should be said, however, that in many cases assets which had 
been increased in book value are being written back to cost, rather 
than to the present price level which is beheved by most people to 
be subnormal, and that the revisions are being made with great care 
and with consideration of aU circumstances, past, present, and 
what may appear reasonable in the future. There are, no doubt, 
many capital assets for which no use can be seen in the near future 
and which have greatly deteriorated, and are therefore being written 
down to salvage value with very good reason. 

But, whereas probably most corporations are making their re- 
visions advisedly, a juncture appears at this time for occasional 
deliberately irrational changes. 

Depreciation — British and United States Income-tax Practice 

The whole question of profits, dividends, and capital is neces- 
sarily simpler in Great Britain than in the United States, for the 
reason that in the States we have the different jurisdictions of 48 
states with laws and interpretations somewhat at variance. Uni- 
formity of treatment is had, however, in the application of the 
Federal Revenue Act, commonly referred to as the income-tax law, 
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which in its administration necessarily applies the same rules of 
law and accounting theories throughout the land. To the income- 
tax law must be attributed a considerable part of the credit for 
whatever of uniformity there may be in the accounting practices of 
concerns in the United States. 

The principal differences between British and United States income- 
tax practice in the matter of depreciation and related charges are 
as follows •: — 

1. The British provisions are quite general and their application 
somewhat traditional, except perhaps in the case of shipping, where 
the procedure is similar to the Federal procedure, and scale of rates, 
&c., more comprehensive. 

In general, the Federal law, regulations, and rulings are precise, 
and give recognition to a technically developed accounting pro- 
cedure which is related to a scientifically organised system of large 
scale production. 

2. In determining rates for wear and tear allowances, trade asso- 
ciations appear to play an important part in Britain, and a relatively 
unimportant part in the United States. 

3. Under the British law, losses are carried forward for six years, 
and allowances for wear and tear not needed as deductions may be 
carried forward indefinitely. 

Under the Federal Law, where a net loss may be carried forward 
for one year, depreciation is only allowable in the year to which it 
relates. 

4. Under the British law there is an option between the allowance 
for wear and tear deductible from determined profits, and the 
deductibility of renewals as an expense. 

The Federal law has no such option. 

5. The British custom is to base the wear and tear allowance on 
the written-down balance (except in the case of ships). 

The United States practice, generally, is to base deductions for 
depreciation on the original cost. This method is not, however, 
compulsory. 

6. The British have a claim for obsolescence when sustained. 

The Federal law permits obsolescence (from whatever cause) to 
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be taken into account in determining the estimated life and the 
annual deduction. 

In addition, the loss on any partly depreciated asset may be deter- 
mined and deducted in the year in which discarded. 

7. Under British practice when an old machine is sold the sales 
price is'^credited to the written-down value of the asset account, no 
profit or loss being taken up, except in case of obsolescence. 

In the United States the practice is to credit the asset account with 
the original cost of the item sold, charge the reserve for depreciation 
with the sum of the amounts set up therefor, and charge profit and 
loss with the difference. Simultaneously, profit and loss is credited 
with the amount realised from the sale. Thus a profit or loss is 
determined when the asset is disposed of, and the asset account 
and the reserve for depreciation relate only to items on hand. 

U.S. Income Tax — Extract Quotations from Law 
AND Regulations 

Revenue Act of 1932. Deductions from Gross Income. 

'' In computing net income there shall be allowed as deductions : 
(k) Depreciation. — A reasonable allowance for the exhaustion, 

wear and tear of property used in the trade or business, including 

a reasonable allowance for obsolescence 

Art. 201 of Reg. 77. '' Depreciation. — . . . The proper allow- 
ance ... is that amount which should be set aside for the taxable 
year in accordance with a reasonably consistent plan .(not necessarily 
at a uniform rate), whereby the aggregate of the amounts so set 
aside, plus the salvage value, will, at the end of the useful life of the 
property in the business, equal the basis of the property. . . . 
Due regard must also be given to expenditures for current upkeep.'' 

Art. 202. '' Depreciable Property. — ^The necessity for a depre- 

ciation allowance arises from the fact that certain property used 
in the business gradually approaches a point where its usefulness 
is exhausted. The allowance should be confined to property of this 
nature. In the case of tangible property, it applies to that which is 
subject to wear and tear, to decay or decline from natural causes, to 
exhaustion, and to obsolescence due to the normal progress of the 
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art, as where machinery or other property must be replaced by a 
new invention, or due to the inadequacy of the property to the 
growing needs of the business. . . . Property kept in repair may, 
nevertheless, be the subject of a depreciation allowance . . 

Art. 203. Depreciation of intangible property. — Intangibles, the 
use of which in the trade or business is definitely limited in duration, 
may be the subject of a depreciation allowance. Examples are 
patents and copyrights, licences, and franchises. Intangibles, the 
use of which in the business or trade is not so limited, will not usually 
be a proper subject of such an allowance. If, however, an intangible 
asset acquired through capital outlay is known from experience to 
be of value in the business for only a limited period, the length of 
which can be estimated from experience with reasonable certainty, 
such intangible asset may be the subject of a depreciation allowance, 
provided the facts are fully shown in the return, or prior thereto, to 
the satisfaction of the Commissioner. No deduction for depreciation, 
including obsolescence, is allowable in respect of goodwill.'" 

Art. 206. '' Obsolescence. — ^With respect to physical property 

the whole or any portion of which is clearly shown by the taxpayer 
as being affected by economic conditions that wiU result in its being 
abandoned at a future date prior to the end of its normal useful life, 
so that depreciation deductions alone are insufficient to return the 
cost or other basis at the end of its economic term of usefulness, a 
reasonable deduction for obsolescence, in addition to depreciation, 
may be allowed in accordance with the facts obtaining with respect 
to each item of property concerning which a claim for obsolescence 
is made. No deduction for obsolescence will be permitted merely 
because, in the opinion of a taxpayer, the property may become ob- 
solete at some later date. This allowance will be confined to such 
portion of the property on which obsolescence is definitely shown 
to be sustained and cannot be held applicable to an entire property 
unless all portions thereof are affected by the conditions to which 
obsolescence is found to be due." 

A Summary based on the British Finance Act of 1932 

Deductible as expenses annually : — 
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Repairs, &c. 

Renewals and repairs of tools, office furniture, &c. 

Renewals of plant and machinery, unless a claim is made for 
wear and tear allowance. 

Deductible from profits (or carried forward to future years' 
profits) : — 

Allowance for wear and tear — calculated as a percentage of . 
written-down balance. 

Deductible as expenses — ^when sustained : — 

Allowance for obsolescence : — 

Written-down cost, less salvage value. 

Ships : 

Allowance for wear and tear is a percentage rate calculated 
on cost — instead of being based on written-down value. 

Obsolescence : 

Not every partly depreciated machine which is discarded is 
subject to obsolescence allowance. If it were, the difference be- 
tween the optional claim for wear and tear and the alternative 
deduction for renewals' would be equalised. However, the 
Inland Revenue Authorities are becoming more lenient in per- 
mitting obsolescence allowances. 

Where a department is abandoned there is no allowance for 
obsolescence - 

Allowances for wear and tear, not needed, are carried forward 
indefinitely. 

A true comparison of rates permitted under British and American 
practice is not feasible owing to the greater subdivision in classifi- 
cation in use by the United States Treasury Department. For 
example, in the British practice engines and boilers seem to be subject 
to a rate of 5 per cent, in all industries (though in practice possibly 
there is some variation), while in the United States, rates for engines 
are given as 4, 5, 6, and 6^ per cent., according to type, and for 
boilers, 4, 4^, 5, 7, and 10 per cent., according to horsepower and type. 
Some British rates are higher, as on farm tractors, sulphuric acid 
plants, and steamships, and some are lower, as on printing type. 
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From a rather general review, the averages of the rates do not 
appear to be far apart, but the method of application— in Great 
Britain on reducing balances (except on ships) andin the United States 
on the straight line method— would permit a greater allowance in 
the latter jurisdiction. As a material offset to that advantage, how- 
ever, is the limitation on the period of time in which allowances not 
used to reduce taxable income may be carried forward. 

Under’ the heading of methods of depreciation it was indicated 
that the reducing balance method is much used in Great Britain, 
while the straight line method is in quite general use in industrial 
concerns in the United States. 

Effect of Annual Appraisals 

Appraisals are largely resorted to for the following purposes : (i) 
for the purpose of ascertaining insurable values ; (2) for the purpose 
of re-establishing asset accounts where the accounts over a period of 
years have been improperly, badly, or inconsistently operated, 
making appraisal the most practical means of starting afresh ; (3) 
for the purpose of sale of the property, stock issues, and bond issues ; 
(4) for the purpose of recognising and stating increased values in the 
accounts as a basis for a capital surplus credit ; (5) and recently, 

for the purpose of recognising and stating in the accounts decreased 
values, having as a corollary decreased depreciation charges ; (6) for 
the purposes of recognising increased replacement cost, having as.a 
corollary the setting of sales prices or rates on a basis estimated to re- 
cover a fair return on such values instead of on actual expended costs. 

Appraisals may also be had annually for the purpose of ascertaining 
the monetary value of depreciation as measured by current costs. 

Discussion of the effect of appraisals in the instances numbered 
I, 2, and 3 is unnecessary to our subject. The effects, when entered 
on the accounts, of appraisals in instances numbered 4 and 5, re- 
lating to revisions of capital assets upward or downward, have al- 
ready been touched upon in this paper. 

Utihty corporations seeking the estabhshment of rates which will 
5deld a certain return on the value of properties have contended 
that the present value of properties is the proper base for determining 
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rates. There has been much litigation on this point, but the United 
States Supreme Court finally upheld the contention of the corpora- 
tions. (Case of Southwesteyn Bell Telephone Co. v. Public Service 
Commission~262 U.S. 276.) Two members of that Court, however, 
dissented from the majority decision and rendered the opinion that 
the capital, properly invested, should be the base. 

I do not know if the Courts have ever been petitioned to establish, 
or permit, the practice of using frequent or periodical appraisals to 
provide a base upon which to adjust, from time to time, the rates that 
would be legal. Naturally such a practice, if put into effect, might 
result in reduced rates in years of depression and reduced costs of 
capital goods. 

Possibly a theoretical re-appraisal could be had at annual intervals 
'by a consideration of the percentage change in the purchasing power 
of the dollar when invested in those items constituting the properties, 
taking into consideration the changes in the interval in the properties 
through purchase, sale, and obsolescence. 

Some smaller concerns have their properties appraised annually, 
but I am of the opinion that the practice is almost entirely for the 
purpose of insurance and not for the determination of annual depre- 
ciation. The values in such appraisals are sometimes incorporated 
in a footnote as a reference to the fixed asset accounts in the balance 
sheet to indicate current appraisal values. 

As stated at the beginning, appraisals serve several useful pur- 
poses. To restate the accounts annually on the basis of appraisal 
values and write off the difference as depreciation or set it up as 
appreciation seems to me to depart from the sound accounting 
theory that when investment is made in a wasting capital asset it 
is for the purpose of consumption over a period of years in the pro- 
duction of a service or commodity to be sold, and is not itself a com- 
modity primarily held lor sale. The recovery of the investment, in 
order to maintain the capital of the enterprise intact, is therefore the 
main function of depreciation charges through the operation of which 
there is withheld from income the proper proportional part of the 
initial outlay applicable to the income period. 

If labour and material costs of capital goods rose consistently and 



676 


DEPRECIATION AND OBSOLESCENCE 


continuously, and were bound to continue in that direction inde- 
finitely, serious consideration would have to be given to the question 
if it would not be desirable to advance stated values of capital assets 
in order to lay aside adequate funds for replacement. Under such 
circumstances, however, with a constant and even shrinkage in the 
purchasing value of the doUar, the profits as measured in dollars 
should be sufficiently large so that an adequate surplus might be set 
• aside to provide for the increase in cost of replacements. 

However, we know out of our own experience that costs as 
measured in the terms of money do not advance indefinitely ; that 
reactions and settling processes occur periodically which appear to 
form a new base. I am firmly of the opinion that accountants are 
economically correct in advocating a theory of replacement of in- 
vestment in fixed assets through charges against income, so that 
sufficient of the revenues may be set aside to maintain the capital 
paid in intact in the monetary terms in which it was paid. That 
which was paid in in dollars should not be required to be kept intact 
in terms of bricks, steel or other commodities or manufactured goods. 
To attempt anything further at this time would seem to involve a 
species of political economy which can provide equal justice in treat- 
ment, as measured by monetary units varying in purchasing power 
from time to time, to long term creditors, long term debtors, and 
owners of business enterprises — and that has not yet been developed. 

In Conclusion 

In the United States a condition of accelerating interest is shown 
in the methods of stating accounts, in the scope of examinations, 
and in the information contained in reports of companies. In the 
move for better accounting practice by corporations, the New York 
Stock Exchange is taking an important part and the American 
Institute of Accountants is affording it full co-operation. In con- 
nection with our subject, it is interesting to note the reference to 
property valuations and depreciation policy in a letter issued by 
that Exchange under date of 12th January 1932, addressed to the 
chief executives of corporations, and advising of its general attitude 
as to certain features in annual reports. These references are as 
follows : — 
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(7) Full disclosure should be given of any change since the 
previous annual report in the basis of valuations in investments, 
inventories, or property account. 

(8) Full disclosure of any change in the depreciation policy 
shoufd be given/' 

All accountants know that the operating results recorded in the 
books of account may vary considerably with different methods of 
applying charges for depreciation and obsolescence, and they would* 
also differ materially with different methods applied in the same 
concern. It is, therefore, of great importance that, if the basis 
adopted in a case appears to be sound, it should not be discarded in 
favour of a different basis or different rates without keen inquiry to 
ascertain that the changes are entirely justified by circumstances ; 
and it would certainly be unfair to stockholders and misleading to 
prospective investors or credit grantors to receive financial reports 
for a year on a basis differing from that of the previous period with- 
out being put on notice as to the change. 


In presenting this paper from the American viewpoint, as re- 
quested, various phases of the subject have been touched upon but 
briefly. Some of these are worthy of extended treatment which is 
not possible within the limits of a paper. Phenomena in the changing 
industrial economic situation have been mentioned as they are in- 
separable from current problems of depreciation. The subject is, 
therefore, one which cannot fail to be of deep interest at this time, 
especially to the accounting profession. I consider myself amply 
rewarded for my efforts by the stimulation of thought I myself have 
received in concentration on this subject. 
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The Chairman : My Lord President, ladies and gentlemen, i tnink 
you will all agree that the question of depreciation and obsolescence, 
after a very strenuous week, is a very apt subject and one that may well 
be discussed at the end of the work we have done. The question of 
depreciation is one that Mr. Howitt will deal with, and when I look around 
this platform and see Lord Plender here I think you will agree that the 
question of obsolescence is one that we need not trouble very much 
about. (Hear, hear, and laughter.) Without undue delay I will call on 
Mr. Howitt briefly to introduce his paper. 

Mr. H. G. Howitt, D.S.O., M.C., F.C.A. (Great Britain) : Mr. Chairman, 
Lord Plender, ladies and gentlemen, in preparing my paper I had primarily 
two objectives in mind. Firstly, to review the advice which as a profession 
we can give to the commercial community to help it in the difficult 
times through which it is passing, and, secondly, to consider the manner 
in which the published accounts of businesses should deal with deprecia- 
tion, so that in regard to the principles underl5dng the statement of fixed 
asset values, those accounts should at least be correctly understood. 
As a preliminary, I felt compelled to sketch the groundwork of the 
problem without repeating more than seemed necessary of elementary 
matters with which accountants are familiar. 

I also touched on income-tax matters, and tried to show the v/ide 
effect which proper depreciation provision and allowances, both for 
taxation and other purposes, may have on the development of an industry. 

I next considered the objects of depreciation charges, the choice of 
policies to be pursued, and the different methods available. 

The objects are stated to be twofold — ^firstly, to ensure the correct 
treatment of aimual accounts, and, secondly, to guide the manufacturer 
as to the correct charge for costing purposes with a view to selling. 
Policies also are classified into two main categories, namely, the policy 
which looks upon depreciation as a charge to write off past cost, and the 
policy which has more regard to the future and to the provision for 
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replacement by conjparable assets, although their cost may be different 
from that of the assets replaced. 

Finally, I have detailed with appropriate tables, the various methods 
available in the attainment of these objects and policies, but I have not 
attempted to choose between them, feeling that a given method is .not 
necessarily the most suited to all businesses, and that within certain 
limits each company should be entitled to choose its own policy and 
method. I have also touched generally on the uses and limitations of 
appraisal, emphasising that in the majority of cases an annual appraisal 
of fixed assets is of no use for commercial accounting purposes. 

Having disposed of this groundwork, I then ventured into the more 
controversial realm of the auditor’s responsibilities in regard to the 
problem, bearing in mind such legal guidance as is available to him. 
I have tried in particular to find common ground so that as a profession 
we may speak with one voice, and most usefully serve the double function 
to which I first referred. 

With regard to the first function, we can, of course, assist our clients 
in the choice of method most suitable to their particular requirements. 
We can also emphasise that depreciation is a real operating cost which 
must be provided irrespective of the amount of profits available, and we 
can emphasise the need to ensure that a reasonable proportion of the 
depreciation fund is kept liquid. 

In regard to published accounts, we need to draw a distinct line as 
between matters on which we must insist, and matters on which we are 
only entitled to tender advice. In the former category is included the 
requirement that a proper charge shah be made for the period under 
audit, and that as between different accounting periods the provision 
shall be made on a reasonably uniform basis. In the latter category we 
should include a strong recommendation that the provision made for the 
year should be separately shown in the accounts, and that the total 
provision for depreciation to date so far as available against existing 
assets should be shown separately on the balance sheet where it can be 
compared with the gross cost of those assets and with the liquid funds 
available for their replacement. 

There is no royal road to perfection in such matters, and I have not 
presumed to point one out. I have, however, ventured to suggest certain 
principles which I hope may be accepted, bearing in mind that a real 
contribution is to-day expected of us towards the re-establishment of 
industry, and towards the proper statement of its accounting ^records. 
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Mr. a. S. Fedde, C.P.A. (United States of America) : Mr. Chairman, 
my Lprd President, ladies and gentlemen, the Chairman has allowed me 
a very few minutes. A paper covering a subject as large as this must 
necessarily be in rather summary form, and then to present it again in 
a s.ummary of two or three minutes involves really the impossible. I 
would, however, say this, that the accounting view of depreciation has 
been stated as differing from the general view, or from the general accept- 
•ance of the term as used by the layman ; that is to say, as meaning loss 
in value. That the accountant generally applies to securities or things 
having a readily marketable value. Mr. P. D. Leake at the last annual 
meeting of Chartered Accountants, I think, suggested a very apt designa- 
tion for depreciation as used by accountants when he used the title of 

expired capital outlay.'' In the paper I have also given a little space to 
contrasting the straight-line method as in use in the United States and , 
the reducing balance method as largely used in Great Britain, and show- 
ing also how the income-tax practice has followed the general business 
practice in each of the countries. In the Inland Revenue they permit 
depreciation on the reducing balance method, whereas the Internal 
Revenue Department in the United States follows the plan of allowing 
the depreciation on the straight-line method. That may be of some 
interest to our British brethren. 

The question of obsolescence in the United States I think is more 
important than in Europe. An American has only to take a train through 
any country in Europe, or a car through the streets of a European city, 
to note the contrast in degree of obsolescence between European capital 
assets and American capital assets. New building and replacement of all 
kinds is so much more in evidence in America. Can it be that Europeans 
insist on wearing out their capital assets even though usefulness has 
diminished by partial obsolescence ? Or, perhaps, the Americans are too 
impatient of the present. 

The situation at this time is complicated by the extreme fluctuation 
in values and in costs of aU kinds, including the costs of capital goods, 
which makes the business man fearful of competition from others who 
may have constructed production units at lower cost or who may have 
purchased defunct companies at a fraction of original cost. Difliculties 
also attend the earning of a net profit by reason of the cost incurred in 
maintaining idle plant units. In some cases these excess facilities have been 
regarded as permanently superfluous and that — ^for aU practical purposes 
— they should be considered as though obsolete. The subject, therefore. 
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seems to divide itself, at this time particularly, into tv^o main divisions, 
namely, methods of technique in ordinary times, and methods or measures 
v^hich shall be deemed proper when ordinary costs of capital goods are 
dislocated by violent price fluctuations. 

It was interesting to me to see in The Journal of Commerce of New 
York, dated 8th June — that is to say, two or three months after my 
paper was written — a short paragraph stating that In some circum- 
stances in fact actual plant valuations are now rising well ^ above the 
reduced balances carried on the books, resulting in the creation of what 
amounts to secret reserves/' I shall be very interested in hearing the 
discussion on this matter, not so much as to the ordinary technique, which 
we can gain from practically any kind of text book — I do not think this 
is an elementary school — ^but as to principles which might be deemed to 
be both sound and practical. (Applause.) 

Mr. R. a. Wetherall, F.LM.T.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, I feel that the Congress is 
indebted to Mr. Howitt, not only for the adequate treatment of his 
subject in the paper he has submitted, but also, particularly, for the charm- 
ing introduction. That delightful quotation from The Tempest " whohy 
succeeds in its emphasis of the transitoriness of this world's glory without 
suggesting the essential morbidity of the ideas expressed in the terms 
depreciation " and obsolescence," and, thereby, induces a suitable 
frame of mind in which to discuss the accounting aspect of our subject. 

It is never safe to press an analogy too far — and this is especially true 
of a poetical analogy — and so I do not think the author is quite justified 
in suggesting that Shakespeare denies the possibility of a scrap value to 
material assets. It is unnecessary to plead poetic licence in defence since 
the poet deals faithfully with the conditions he portrays. When “the 
great globe itself, and all which it inherit shall have dissolved, there can 
be no residual value even in a cloud-capped tower ! " 

Neither, however, must this criticism be pressed too far. 

The author does well, at the very outset, to refer to the confusion of 
thought which exists in regard to depreciation in its accountancy aspect, 
and to insist that its function in that aspect is to spread capital outlay 
over the period of the effective life of the assets employed. Such a view — 
and in this gathering it must be accepted as the correct one — ^rules out 
altogether appraisals as a method of securing the provision of deprecia- 
tion in accounts. The author rightly points out, however, that although 
“ appraisal " is unsatisfactory as a measure of depreciation it can be 
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used as a means of checking the estimate which is made based upon the 
effective life of the asset. 

The problem of method, as the author points out, is a very difficult one. 
His treatment of that part of his paper is both orthodox and adequate, but 
I should like to refer to one or two considerations suggested by his remarks. 

Except where otherwise determined by law or by the nature of the 
asset, the question of what is the period of effective life is one for the 
engineer or other technical officer, and the method of providing deprecia- 
tion in the accounts is for the accountant, although best results will be 
achieved when there is complete collaboration between the two in the 
determination of both. 

It is not sufficient merely to spread the capital outlay over the whole 
period of the effective life of the asset as so ascertained, but, as far as 
possible, it should be spread equitably over the different accounting 
periods making up that life. 

The accountant claims that he has to deal with facts in his accounts, 
but absolute accuracy is impossible where estimates are involved as in 
this question of depreciation. In such circumstances the accountant 
tempers accuracy with prudence by erring on the safe side. This combina- 
tion of qualities largely constitutes the accountant's professional pride, 
yet, in fact, they are conflicting and, speaking generally, the more prudence 
is reflected in accounts, the less accuracy is there in the results shown by 
the accounts. 

The author commends the prudent course of adopting the shortest 
period of estimated life where different periods are obtained based on 

use " and '' obsolescence " and he counts it an advantage of the fixed 
percentage on reducing balance method of providing depreciation that 
the greater provision is made in the earlier years of the asset's life. It is a 
paradox of accountancy that in the uncertain days when prudence is 
especially called for, the restricted revenues of an undertaking make it 
difficult, if not impossible, to take the prudent course. 

Now, the effective life of a material asset, based on ‘‘ use," is capable 
of fairly close estimate but the factor of '' obsolescence" is uncertain and 
unstable. Would not greater accuracy in accounts be obtained by making 
separate provision for the two factors ? Obsolescence is admittedly a 
factor of depreciation, but, from the accounting point of view, there is 
no reason why the provision should not be split into its components, 
" wear and tear " and obsolescence " (following, in this respect, the 
income-tax practice), the one being a '' charge " in the accounts and the 
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other a general appropriation of revenue by way of “ reserve/' 

Another question affecting the spread of capital outlay over its effective 
life, or, rather perhaps, in estimating the effective life of an asset, is that 
of '' load factor." The author refers to a variation of the usual application 
of the “ straight-line " method of providing depreciation, based on out- 
put which, as a basis, is subject to the weakness mentioned. On the 
assumption that the estimated life of a piece of '' plant " is measured on 
its rated capacity, it is not imreasonable to claim, as some engineers do* 
claim, that the rxmning of the plant on a lower load factor would normally 
extend the estimated life. As I have previously indicated, I regard this as 
a question for the engineer in the first instance, but it would be interesting 
to have the author's views on the question. 

I note that the author declines to choose between the different methods 
of providing for depreciation on the grounds that each is especially suit- 
able for particular cases, but I think, perhaps, he is a little unfair to the 
merits of the method of '' fixed percentage on reducing balance " to 
state as a disadvantage of the method that some of those who use it fail 
to adopt a rate which will satisfy the condition that the capital outlay 
should be written off over the effective life. 

As a municipal financial officer I am rather disappointed to find the 
statement that the " sinking-fund " method of providing depreciation is 
seldom adopted for commercial purposes in this country. It is, of course, 
the method imposed on municipalities in all their public utility under- 
takings by the conditions under which, alone, they can finance their 
capital expenditure. 

• I am glad to note that the author accepts the view that the sinking-fund 
contribution by local authorities in respect of trading undertakings does 
provide adequate depreciation. This view was not always generally 
accepted and I am just old enough to remember the question as a rather 
lively controversy. 

It is the declared policy of the loan sanctioning authorities to base the 
period of the loan sanction on the estimated life of the asset and, in fixing 
this period, to adopt a ** safe " figure, and it is a common experience that 
the asset acquired outlives the loan period. In this connection some 
interesting problems of obsolesence are likely to be raised when the 
national electricity grid is fully operative since a generating station will 
only be permitted to continue an isolated existence so long as it can be 
shown that the cost of generation is not greater than the price at which a 
bulk supply could be obtained from the “ grid." The Electricity Com- 
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missioners have it in their power to decide in such cases that the loss by 
“ ob.splescence '' need not be written off in the accounting period in which 
it may occur, but may be spread over a period. 

On the broad questions of policy there will be general agreement with 
the. views expressed by the author that the depreciation charge in accounts 
should be restricted to the amortisation of the original cost, ^d that 
anything in addition to this should be met by a general appropriation of 
•revenue from time to time. Any attempt to adjust the annual charge to 
provide for '' replacement value ” on the logical basis described by the 
author would mean an involved calculation without ensuring greater 
accuracy in the accounts. 

The general observations of the author are not the least valuable part 
of his paper, and I find myself so far in agreement that it is unnecessary 
for me to review them. I may, perhaps, say that his suggestion in regard 
to declarations by public companies of the policy and methods of depre- 
ciation adopted, and the amount provided in accounts to carry such policy 
into effect, are not only reasonable in themselves, but would assist in 
securing more universal recognition of the limitations of a balance sheet. 

The old plea of the necessity for secrecy which was held in the past to 
justify vagueness and ambiguity in published accounts cannot, in these 
days, be seriously advanced, and there will be general agreement with the 
view that published accounts should, at least, be capable of correct inter- 
pretation in regard to the very important aspect of depreciation. 
(Applause.) 

Professor Henry Rand Hatfield (University of California) 
(United States of America) : Mr. Chairman, my Lord President, ladies 
and gentlemen, the paper of Mr. Fedde leaves unsettled some questions 
which should be discussed by this Congress. Among these are : — 

1. What is the purpose of the depreciation charge ? Is it, as the author 
says, on page 657, to prorate initial expense ; or, as stated on page 675, to 
maintain the capital intact ; or to provide a reserve for replace- 
ment '' (p. 667) or, finally, tb obtain comparable operating costs (p. 660) ? 

These expressions are not synonymous nor compatible. Comparable 
figures must include all, not merely initial costs. Maintenance of capital 
cannot be the purpose of a depreciation charge, for depreciation should 
be shown even when capital is being depleted. Provision of a reserve is, 
in my opinion, a financial procedure not an accounting concept. 

2. Is the total amount to be charged as operating expense the exact 
initial cost ? 
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[a] Is it not inconsistent to advocate a reduction in the annual depre- 
ciation charge, in case of obsolescence (p. 660) while strongly oppos- 
ing a similar adjustment when the value of the machine has chang- 
ed from some other cause (p. 669) ? Is not a modification necess- 
ary in either case, if comparable costs are to be ascertained ? 

[h) While it is true that ‘'it is quite generally understood that the 
fixed assets .... are not to appear in tl\e balance sheet at 
other than cost less depreciation (p. 668), should not the author 
give a logical, not merely a dogmatic basis for this doctrine ? 

Consideration may, for the present, be limited to a real change in value, 
disregarding a rise in prices due to inflation. An illustration may make the 
problem clearer. A man bought $10,000 United States bonds at 90. Later 
he paid them in purchasing real estate worth $10,000 ; the seller being 
willing to take payment either in cash or in bonds at their then market 
price, par. Did the real estate cost the purchaser $9,000 or $10,000 ? 
Did not the value surrendered accurately measure the cost ? Would the 
situation differ if raw cotton costing $9,000 were held for some time in a 
rising market and manufactured into cloth when it had an undisputed 
value of $10,000 ? Does it make a material difference whether cotton is 
consumed, or a certain proportion of the then value of, say, a steamship ? 
I am myself uncertain what answers should be given. But it is not satis- 
fying to have an answer based merely on what “ is quite generally under- 
stood '' to be a correct view. Not satisfying because there are accountants, 
notably Professor Fritz Schmidt of Frankfurt, who strongly oppose the 
accepted view ; and furthermore because one recalls that though it was 
once “ generally understood ” that the sun went around the earth, that 
theory is now quite discredited. 

3. How is the total depreciation to be allocated to the several years ? 

{a) Eight methods are given in the paper. Of these two, the sinking 
fund method and the reserve method are not distinct methods 
alternative, say, to the straight-line method. But this leaves six 
suggested methods. Can all be correct ? What are the circum- 
stances, to which the author refers, which prescribe for America a 
method different to that prevailing in Great Britain. In ascer- 
taining the profits earned, is it a matter of indifference whether 
the charge on a machine which costs $100,000 is figured for the 
twentieth year at $808, or $4,750 or $6,728 ? 

The several methods are different, and contradictory in prin- 
ciple. I am enough of an Hegelian at least to desire, when con- 
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fronted by apparently contradictory principles, that an attempt 
be made to find some synthesis, which shows that while pro- 
cedures may vary with differing conditions they all conform to 
one fundamental principle. 

There is no intimation of such a principle in this paper, and little hint of 
it in all accounting literature. 

( 5 ) The author. is careless in seeming to imply that the reducing- 
balance method writes off the total depreciation less rapidly than 
does the straight-line method. It is improper to compare, as is so 
often done, the use of an adequate rate in one method with the 
use of an insufficient rate in the other. The essential feature of 
any method is that enough be charged from year to year to cover 
the depreciation during the useful life of the machine. The use of 
an insufficient rate is not a method of allocating depreciation but 
the lack of a method for doing this. 

(c) Is the predilection for a system, which tends towards equalising 
total costs in the several years, desirable ? If repairs become 
greater as years go by, is it desirable to conceal that fact by a 
somewhat similar decrease in the depreciation charge ? Does that 
not tend to prevent a prompt recognition that it is advisable to 
discard the machine ? 

4. Two specific criticisms may be made in closing : — 

(a) A minor one is the author’s use of that deplorable phrase, '' depre- 
ciation is a provision out of profits.” It is admitted that 
he really does not mean it ; and that everyone else, his critic 
included, has used the phrase. Provision relates to what may* 
happen in the future. One may lay aside cash to provide for a 
future purchase. But depreciation represents what has already 
taken place, that value has been consumed. Depreciation does not 
provide for this. It merely records the fact. 

It would be worse than bringing coals to Newcastle to argue 
before this Congress that depreciation cannot come out of what is 
left after depreciation has already been subtracted. But a pious 
wish is expressed that we all abstain from any further use of this 
inaccurate and sometimes misleading phrase. 

{b) The other criticism concerns the author’s attitude regarding a 
general rise in prices due to inflation. He states that all that is 
needed is to maintain the capital ... in the monetary terms 
in which it was paid ” and that even with continuously rising prices 
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'' profits as measured in dollars should be sufficiently large ” to 
provide for replacements (p. 675). 

The unfortunate thing is that unless regard is paid to the changing 
value of money, profits are not shown, but a misleading figure is given 
which is' falsely labelled profits. If one buys an article for a dollar, when 
the dollar is worth 5s. 8d., and sells it for $1.10, when the dollar is worth 
only 4s. "I2d. (I pay you the compliment of assuming the pound has not 
changed in value), there is not a profit of 10 per cent.; but a loss of some 
19 per cent. 

It is true that accounting has generally been based on the assumption 
of the permanency of the monetary unit. But we know this assumption is 
false. In the great inflation in Germany it was, necessarily, abandoned by 
accountants. Perhaps we in America will have to admit its unsoundness, 
on practical as well as on theoretical grounds. (Applause.) 

Mr. P. D. Leake, F.C.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, I should like, in the first place, to join in 
heartily thanking Mr. Howitt and Mr. Fedde for their valuable papers. 
Each has dealt fully and ably with the subject of depreciation in its widest 
aspects as viewed in this country, and in America respectively. As Mr. 
Howitt truly says : '' Depreciation is the most important, as it is the most 
difficult, of all accountancy considerations.'" I confess to being almost 
appalled at these difficulties, but they must be boldly tackled. As regards 
tangible assets and depreciation, our duty as accountants is, I think, to 
endeavour rightly to allocate the user's original cost to each accounting 
period over the term of the useful life of the capital outlay. The problem 
is, of course, how this should be done. With considerable diffidence I desire 
to advocate two propositions : — (i) That we must regard the capital of a 
profit-seeking undertaking as one whole or single unit, notwithstanding 
that its constituent sections, or parts, are constantly changing inUr se ; 
consequently, that in measuring expired capital outlay — a better term, I 
think, than the word depreciation — on any particular section of the 
capital, in the process of computing annual profit and loss, the use of annual 
interest, involved in the sinking fund and annuity methods, should be 
avoided. (2) That in measuring expired capital outlay, we need the 
systematic co-operation and assistance of the engineers and others in 
charge of the material assets. 

As we know, industrial capital consists, not of money, but of things. 
Real capital is tangible things in the form of useful materials and commodi- 
ties, such as lands in possession, factories, mills and their contents, grow- 
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ing crops, live and dead stock, railways, shipping, mines, plant, machinery,* 
raw materials, manufactured goods, and lastly, melallic money, which 
latter ’probably represents no more than about one per cent, of our indus- 
trial capital. Now my point is that material assets dedicated .to industrial 
profit-seeking cannot earn interest, apart from the profit or loss resulting 
from the undertaking. Interest is itself profit, and therefore cannot be dis- 
tinguished from profit. It seems to me that the only form of ^material 
assets which can properly be regarded as earning interest is money, and the 
right to the receipt of money, as in the case of a purchased annuity. 

In support of this view let me take, as an example, a section of industrial 
capital consisting of a coalfield, and suppose that at the end of a period of 
ten years one half of the original contents has been raised and marketed. 
In that case, half that particular section of the capital, and, therefore, 
half the original cost, has expired or been used up. A transfer 
from one undertaker to another at the end of ten years does not, in any 
way, affect the position in this respect. It seems to me that the original 
cost of a coal field expires parallel with the exhaustion of its contents, 
just as surely as the original cost of a box of gold sovereigns may be 
said to expire parallel with the removal of the contents ; and so likewise, 
the original cost of plant expires parallel with the exhaustion of its useful 
capacity. 

But if we return for a moment to the coal field we may get a glimpse of 
the possible action of something very like the interest factor ; because it 
is quite probable that on a sale and transfer of a coal mining business as a 
going concern the circumstance that the seller has been obliged to carry 
a larger quantity of material in the coal field during his time than the 
buyer will carry, may contribute in an obscure, but important way to any 
value existing at that time in the nature of goodwill. The point I wish to 
make is that the mere accident that the seller has temporarily owned 
the whole of the coal field does not alter the fact that half of that section 
of the material capital originally represented by unwon coal has gone. 
In the meantime the money gradually released through revenue to answer 
the expired capital outlay will probably have been retained in the business 
and applied to some other form of capital outlay. But if, on the other 
hand, the capital in money form became redundant, and was partly repaid, 
then, if the future annual profits were not reduced, this happy state of 
affairs will naturally be reflected in a rise in the value of the goodwill or 
in the market price of the shares. 

On the other hand, profit, or interest in lieu of profit, is an inevitable 



DEPRECIATION AND OBSOLESCENCE 689 

part of the cost of constructing plant, whether the work is done by out- 
side contractors, or, as sometimes happens, in the case, for instance, of a 
railway company, by the undertaking itself. But from the time that 
material assets are ready for use and are actually applied in profit-seeking, 
either to be sold in detail, or to be gradually used up, they become part of 
the capital of an undertaking. And while they continue to exist as mate- 
rial assets, they obviously cannot earn anything apart from the profit or 
loss of the undertaking, of which they form part. 

Therefore, in accounting for capital outlay on material assets, other 
than a purchased annuity, the use of annual interest and of all devices 
like the annuity and sinking fund methods which involve considerations 
of annual interest, should be avoided. If we could get a common agree- 
ment amongst accountants that considerations of interest must be ex- 
cluded in measuring annual expired capital outlay on tangible things, we 
should avoid many dangerous practices, and we should simplify the subject 
of depreciation. 

And now I come to my second proposition that accountants need the 
systematic co-operation and assistance of the engineers and others in 
charge of material assets. It is, as we know, things which represent the 
greater part of industrial capital outlay, and the accountant wants 
current information, and to be kept in close and continuous touch, not 
only with the varying quantities of material assets in industry, but also 
with the changing condition, and the behaviour of those things, and with 
their future outlook, so that he may rightly allocate as a charge to re- 
venue a proper proportion of original cost as the things themselves are 
gradually used up, or as they expire over each accounting period. 

The common commercial view of the going-concern value of industrial 
plant, which represents the greater part of industrial capital, is that the 
value is based upon the unexpired capital outlay on that plant, com- 
puted by deducting from the cost, less estimated residual value, an equal 
annual instalment of that cost in respect of each year of the estimated 
efficient life which has expired. In selling going concern to a company 
or individual the view of our Arbitration Courts is that the proper basis 
of the value of the plant — except tools and utensils which are subject to 
actual count or inventory — ^is the so ascertained ''going-concern” value 
adjusted in respect of subsequent fluctuations in the cost of material and 
labour, as bearing upon the possible price of new plant. I refer parti- 
cularly to the well-known tramways and national telephone arbitration 


cases. 



690 


DEPRECIATION AND OBSOLESCENCE 


I think that all profit-seeking undertakings using any class of industrial 
plant should keep suitable accounting records in the form of a register of 
plant, apart altogether from the ordinary financial ledgers, to enable 
expired capital outlay to be measured on a settled basis, and deducted each 
year from the cost of each class of plant. Many years' history of any 
number of different classes of industrial plant can be recorded in a suit- 
ably planned register of plant without any confusion, and with a minimum 
of clerical labour. 

There would then always be a permanent record available showing the 
classification of all capital outlay on industrial plant, and a direct con- 
nection would be maintained between the actually existing plant and the 
going-concern value of that plant as shown in the financial books, and in 
the annual balance sheet. The up-to-date records in the register of plant 
required for this purpose call for the aid and co-operation of both engineers 
and accountants, suitable provision being made for : (i) The regular 
observation and record by the engineers of the behaviour of, and the 
changing conditions affecting, each class of industrial plant representing 
capital outlay ; (2) The use of suitable accounting equipment capable of 
enabling the results of such observation and record to be clearly reflected 
in the annual accounts ; together with the adoption of a settled and 
continuous financial policy under which each year's revenue shall be 
charged with a regularly measured sum based on the engineers' observa- 
tions as to the extent, condition and prospects of the plant. Nothing 
except current attention of this kind can ensure the maintenance of 
capital value, and the co-related correct computation of annual profits. 

If these two propositions which I have endeavoured to outline could 
be generally accepted, the subject of depreciation including obsolescence 
which cannot be treated separately from depreciation — ^both are covered 
by the term expired capital outlay " — ^would become a comparatively 
simple matter. We should then certainly avoid the emplo5mient of what 
is called the reducing balance of cost method of measuring annual depre- 
ciation ; we should also avoid the use of the sinking fund or annuity 
methods ; and we should not have to call for annual appraisals of plant. 
In fact, we should find ourselves in a comparatively happy accounting 
world. 

In conclusion, I should like to refer for a moment to such assets as 
goodwill, patent rights, &c., which, although they may have great ex- 
changeable value, yet they are only paper assets. They are intangible 
assets, and they appear in a balance sheet only on sufferance. Such 



DEPRECIATION AND OBSOLESCENCE 


691 


entries in a balance sheet are really in the nature of accounting memo- 
randa recording the fact — important no doubt to the individual or cojnapany 
—that real capital has been advanced in exchange for rights to future 
super-profits if, and when, those super-profits arise. Intangible assets 
represent nothing which exists, and are not real capital. Unlike the. case 
of tangible assets, except purchased annuities, annual interest is an im- 
portant factor in computing the value, at any time,, of intangible assets. 
There is an essential difference between the outlay of money, .that is real 
capital, for the purchase of an annuity, and the advance of money for 
the purchase of goodwill. Whereas a purchased annuity involves the 
gradual return of the capital outlay, together with agreed interest which 
it will gather in the meantime, the purchase of goodwill involves no re- 
turn of the capital advanced, but gives the fight to receive expected 
future super-profits, which may, or may not, thereafter arise. The pur- 
chase of an annuity is rightly described as capital outlay, an exchange of 
real capital against the right to the future repayment of that real capital ; 
while the purchase of such assets as goodwill and patent rights is better 
described as capital advance — ^being an exchange of real capital for right 
to nothing which exists, but only to that which it is hoped may arise in 
the future. In the case of joint-stock companies, I should like to see all 
such intangible assets represented either by shares of no par value — 
which could be issued to the public for cash at the price they would fetch 
— or by the premium over par value at which the shares of fixed amount 
are quoted on the market. Share capital of fixed amount should always be 
represented by the going-concern values of tangible assets, the difference 
after adjusting liabilities being plainly declared as surplus or deficit. 

We are dealing with a very difficult subject, and there is, perhaps, a 
natural tendency outside the profession to view with scepticism attempts 
to systematise it, but we should not encourage that attitude. On the 
other hand, original thought should be encouraged, and new suggestions 
welcomed even though these are outside our present habits of thought 
and custom. I hope that as an outcome of this International Congress we 
may have definite and concrete suggestions from others of our colleagues 
much better able than I to deal with the subject. We should take good 
care to hold tight to the right and reject the wrong, otherwise we shall 
make no progress, and among such talk we may miss those suggestions 
which are really good and practicable. Let us bear in mind the homely 
phrase : "'It would be foolish to throw away the baby with the bath 
water.'' (Laughter and applause.) 
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Mr. J. Pelser, Jr. (HoUand) : Mr. Chairman, vciy Lord President, 
ladies.and gentlemen, I have had great pleasure in taking notice of the 
two papers on the subject of depreciation and obsolescence submitted by 
Mr. Howitt and Mr. Fedde. 

It .is not my intention to follow closely the argumentation of our 
esteemed colleague, but I should like to add a fewobservations which have 
more particularly struck me. I specially wish to refer to what Mr. Howitt 
states on page 645 of his paper ; he practically states there that it would 
be wise if in future less durable or permanent and less expensive buildings, 
machinery and plant were put down, in other words more or less semi- 
permanent installations which could be more rapidly written off and 
which would therefore present few or no difficulties on account of obso- 
lescence. 

If this paper did not contain anything beyond this conclusion, which 
is completely covered by the preceding argumentation, then this paper 
would be perfectly justified for this reason alone. We have all of us prob- 
ably had this more or less in mind, but the great merit of Mr. Howitt has 
been that he has explained in a most lucid manner why one will have to 
take this point more seriously into consideration in the future. 

May I be permitted to illustrate Mr. HowitFs argument with a single 
example ? In various countries, particularly the older civilisations, it 
has ultimately been found by means of experiments and improvements 
in what manner a product could be most economically produced. The 
countries where such an industry has but recently been created or devel- 
oped have generously profited by the experiences of other countries and 
were able to equip their industries immediately on the most economical- 
basis. A striking example is the extraordinary development which has 
been seen in the industry of Japan, where naturally the low rate of wages 
also plays a part. But even without the low wages, modern equipment 
can afford a considerable advantage, as is the case, for instance, in the 
Dutch coal mines, an industry which dates from the first few years of 
this century. In spite of the*fact that the strata are at a very deep level 
they can very well compete with foreign coals. AU this, therefore, points 
to the fact that we cannot and may not postpone the depreciation or 
scrapping of obsolete mechanical plant until it is worn out, but that the 
industry must be able by means of a more rapid depreciation to scrap 
such plant as is no longer adapted to the improved methods of 
production. 

Another point which is immediately connected with this, and which 
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I should like to add to Mr. Howitt's argument, is the saving in interest 
obtained by installing less costly plant, which has a so much shorter life 
and consequently must be renewed so much sooner. If we bear in mind 
that capital at an interest of 5 per cent, is doubled after about 14 years, 
it follows that instead of an extremely durable plant, costing about 
;^ioo,ooo, it would be much wiser, if possible, to build one not quite so 
durable of about £50,000, seeing that the interest. on £50,000 saved will 
enable us to build an entirely new, less permanent installation which 
will then meet all up-to-date requirements. 

As our time is limited there is only one point which I should like to make. 
Neither of the papers submitted pay, in my opinion, sufficient attention 
to the system of depreciation which has existed for quite a long time and 
is still applied by many business men. It is a system which until quite 
recently was not considered a system at all, and was for a long time set 
aside by the theoreticians as being absolutely unscientific, but which is 
still being applied and will always be applied by hardheaded business men 
and manufacturers, I refer to the determination of the amount of depre- 
ciation in proportion to the amount of profit earned, namely a large 
depreciation when there is a large profit and a small depreciation when 
there is a small profit or a loss. I should like to defend this system and to 
explain it as follows : If in a certain branch of business a considerable 
profit in comparison with the amount of capital is earned this will create 
or excite competition. Industries are expanded and new ones are estab- 
lished and within a few years the entire production apparatus is increased 
to such a degree that the margin of profit is reduced, owing to competition, 
to more normal proportions, and in many cases there is no longer question 
of profit at all. A certain proportion of the producing plant has then 
become superfluous ; the remainder is stiU operative but the margin of 
profit is considerably reduced or has completely disappeared. Conse- 
quently it seems to me to be logical that in the boom years in which large 
profits are earned large depreciations should be written off, seeing that in 
subsequent years the profits will no longel be sufficient to write off the 
necessary depreciation. Numerous examples can be quoted of this process. 
I need only mention the boom in freights after the War resulting in the 
feverish construction of tonnage and the present deplorable condition of 
the shipping companies. Other examples are the wireless industry and in 
certain respects the petroleum industry, the Colonial plantations, and so 
forth. The present economic war, which has given rise to all kinds of 
protective and repressive measures, such as import-prohibitions, rationing, 
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&c., have enabled many industries to be established in such countries. 
It is obvious that a large depreciation is urgently necessary in such cases. 
I would therefore like to .suggest that, as a rule, in times of large profits, 
correspondingly large amounts should be written off, especially in those 
cases where extensions have been carried out during this time. There 
are naturally exceptions, such as legal or natural monopolies, patents, 
exceptional management, which may permit of such large profits being 
made during a number of years without risk of competition that any 
extra depreciation is not required. Modem times have taught us, however, 
that one must be very careful in this respect, as a new invention can des- 
troy a monopoly at a blow. 

I should like to thank Mr. Howitt and Mr. Fedde for the most in- 
structive work which they have submitted to this Congress and for the 
opportunity which they have granted me of sapng a few words in con- 
nection with their views. I thank you. (Applause.) 

Mr. R. N. Carter, F.C.A. (Great Britain) : Mr. Chairman, Lord 
Plender, ladies and gentlemen, may I in the first place add my congratu- 
lations to the readers of the papers. Mr. Fedde 's paper is of particular 
interest to us as accountants, as showing the distinction between the 
practice here and that over the water. 

I trust I am not unduly optimistic in hoping that Mr. HowitCs paper 
may find its way into the hands of the public, who from it will understand 
the difficulties of the matter from the balance sheet point of view, and 
cannot be too emphatically informed as to the amount stiU standing in 
the books when machinery is without a diminishing value. 

Mr. Fedde has hit the nail on the head in his suggestion that one of the 
chief groimds of obsolescence is superfluity. I had a striking illustration 
of this about 12 months ago, when, whilst seeking a mill for foreign 
clients, I found in one town 18 mills out of 20 standing idle. 

It would apparently be impossible to foresee such a condition of affairs, 
and it would seem sound to provide normal depreciation based on life 
and to leave these exceptional 'cases to be dealt with by capital reduction. 
In my view the re-valuation principle can scarcely be of much value 
except when a sale is likely to take place. What can be the intrinsic 
value of anything where you have the elements of superfluity and no 
intention of sale ? 

It may probably be within the knowledge of most of you that the 
statutory obsolescence allowance for income-tax purposes was initiated 
by a concession given on representations by the Leicester Chamber of 
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Commerce. (Incidentally I would stress the aid that Chambers of Com- 
merce can be to traders in pressing for needful amendments in income- 
tax legislation.) The concession was given in . view of the fact that 
certain machinery — though in perfect working order — had of necessity 
to be' replaced by machinery of new and improved types. Wiien the 
concession was made statutory the original principle was maintained ; 
that is to say (i) it did not — ^generally speaking — apply to a thing worn 
out ; (2) there had to be renewal. 

In practice the wearing out '' principle has been modified, and usually 
speaking the difference — reaUy inadequate depreciation — is now allowed. 

It is interesting to observe that in America obsolescence is allowed 
without renewal. We can scarcely have that here, under our existing 
legislation, as it would amount to an allowance for lost capital. Equally 
we cannot have any allowance for improvement in the process of renewal 
of obsolete items. That would give the old concern an advantage over 
a new one. 

There is much to be said for leaving capital assets at cost and stating 
the total provided for depreciation. That is a custom almost universal 
in the cotton trade. 

It is difficult to define the position of the auditor as to past depreciation 
not provided for. The profit and loss account may be right for the year 
and the balance sheet wrong — ^just the reverse position to that which 
happened in the Royal Mail case. 

Income-tax requirements have reversed the audit lessons of our young 
days, when we were urged to see that no revenue items went to capital ; 
now our watch has to be that no capital items go to revenue. Controversy 
raged some little time ago — I think in Glasgow — as to whether deprecia- 
tion and sinking fund were both necessary. The fear was then expressed 
that the whole thing would be written off, the debt would be extinguished, 
and they were fearful of the tramways being presented to the next genera- 
tion. Perhaps some of our Scotch friends can tell us what has happened 
in that respect. Mr. HowitCs idea of the balance sheet giving only 
floating assets is a novel one, but as a fact a banker or other person lending 
to-day would actually make such a calculation, leaving him to form his 
own ideas as to the value of a mill. True depreciation is an important 
factor in costing, and there is much to be said for it, and the fact that a 
manufacturer should at least quote with his eyes open if he is getting 
an unprofitable price. (Appla^use.) 

Mr. F. Woolley, F.S.A.A. (Great Britain) : Mr. Chairman, my Lord 
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President, ladies and gentlemen, I think there will be no difference of 
opinion whatever in this Congress on the proposition that charge for 
depreciation and obsolescence should be made to revenue account, 
quite irrespective of what the trading results of the year under review 
may be. There is an occasional tendency on the part of those responsible 
for the drafting of accounts to accommodate the rate of depreciation 
to the circumstances of the year, but such a method is fraught with 
obvious dangers which the auditors will always do well strongly to 
advise against. 

I have been very interested indeed in the reviews in both the papers 
that are before us as to the various methods adopted in this country 
and in the United States of America. In some ways, I am bound to say, 
that the methods applied in the States appear to me to offer useful 
propositions for consideration here, and although certain methods have 
become more or less well-established in this country it by no means 
follows that use should exclude consideration of any better methods. 
But I would like to stress this : that method is one thing which is very 
largely open to the particular preference of those immediately concerned ; 
adequacy is quite another thing; and whatever the method adopted 
may be, that is a more or less immaterial matter upon which there can 
be room for legitimate difference of opinion, but there can be no room 
for difference of opinion that what is written off should be adequate. 
The trouble arises when we ask the question, what is adequate ? Ob- 
viously the auditor cannot determine this matter, at any rate on his 
own responsibility. Rates of depreciation are too often fixed in a purely 
arbitrary manner without a sufficiently careful study of the nature of the 
items dealt with, and without a sufficiently careful contemplation of 
what the future history of those items is likely to be. The auditor, it 
seems to me, would be well advised always to consult those who are 
technicaUy responsible, and, if he can possibly manage it, to obtain a 
wntten report from those officers setting out the rates of depreciation 
recommended and the risks iherefor. Such a report would be an in- 
valuable document for reference in later years when it could be compared 
with expenence to see how far that experience coincides with the reasons 
upon w ich the original rates were based and whether any adjustment 
IS consequently needed, either from accelerated wear and tear or from 
accelerated obsolescence. 

, M ^ word or two on ^le subject of depreciation of 

buildmgs. I rather gathered from Mr. Fedde^s paper that in the United 
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States it is the common practice to make specific provision for deprecia- 
tion in respect, not only of fixed assets generally, but of buildings. That 
is by no means as common here as it might be. Now that we have reached 
a stage where industry is being revived, old factories are being scrapped 
and new factories erected to take their places, it does raise seriously the 
question of specific provision for depreciation of buildings as distinct 
from plant. It has been, no doubt, generally borne in mind and this 
factor taken into account in general reserve account, but inasmuch as 
any factory is likely to become superseded by newer methods within 
some given length of time, at any rate, it appears to raise the question 
that depreciation of buildings should be seriously considered as a specific 
provision from year to year. 

May I express my obligations to the writers of these respective papers 
to-day for the very great information they afford and the suggestiveness 
of their points. (Applause.) 

Councillor John McLaren Biggar, F.L.A.A. (President of the 
London Association of Certified Accountants) (Great Britain) : My Lord 
President, Mr. Chairman, ladies and gentlemen, it was with great pleasure 
I found that the authors of both papers had stressed obsolescence, which 
has followed the realisation that there has been increased progress in 
scientific development and that scientific development is the greatest 
form of depreciation of value in any asset. It exceeds the physical 
deterioration of an asset, and even exceeds the lack of productivity of 
an old plant. I doubt whether our clients realise the increased pace, 
and I heartily approve the accountants' advocacy of an increased annual 
charge. Mr. Fedde rightly directs attention to the serious depreciation 
of buildings by modem developments. May I emphasise the necessity 
of attention being given to land and site values, which we have hitherto 
looked on as the best of securities, and the best security which could be 
offered for a mortgage. Different countries have their different systems 
of tenure, but owners of freehold land have always expected increment 
and only infrequently do we find the problem of depreciation for land 
values. The increasing mobility of modern transport has smashed values 
in towns and cities, and the increasing mobility of transport has jeopard- 
ised any recent increments which may have taken place. Special 
buildings which are required by modern large multiple production and 
commercial organisations are likewise almost dangerous assets, and require 
rapid depreciation. I favour the straight-line method of depreciation 
with distinct and separate funds for renewals at increased cost and also 
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for extensions. I realise that this may appear heresy. It is a true 
economic fact that the consumer ultimately pays the whole cost, but 
I fail to see that it is quite fair that the present consumers should not 
only repay the capital employed on their own behalf but in addition 
provide capital for a future generation. 

In conclusion may I say that economic changes have been rapid but 
there are indications that they will be more rapid in the immediate 
future, and^it is possible that we shall awaken one morning and find, 
as Bums, our national poet, puts it, that — 

'' The best-laid schemes o' mice and men 
Gang aft a-glee." (Applause.) 

Lieut.-Colonel R. C. L. Thomas, M.C., F.S.A.A. (Great Britain) : 
Mr. Chairman, my Lord President, ladies and gentlemen, it is undesir- 
able at an International Congress to deal with the local aspect of the 
subject under discussion, but coming as I do from the district known 
as the South Wales and Monmouthshire Coalfields, where I suppose the 
effects of the trade depression have been felt and are being felt as much 
as anywhere, I have been deeply interested in all that is contained in the 
papers and has been said by previous speakers on the matter of depres- 
sion and obsolescence, inasmuch as in the area to which I have previously 
referred, one of the main industries is that of iron and steel, where the 
developments in the machinery used in manufacture have undergone 
such sweeping changes in recent times ; principally on the lines ^of 
displacing man-power by means of improved types of machinery ; 
compelling manufacturers to make changes in their plant, thus creating 
a problem of dealing with the obsolescence connected with the displaced 
machines and involving huge sums of money. The whole problem of 
depreciation and obsolescence has been so fully dealt with in the papers 
that I do not want to dwell on the various methods of dealing with it 
in the accounts of any particular concern, but one cannot help mention- 
ing the established fact from an accountant's point of view, which is 
that obsolete and disused plant cannot correctly stand in any balance 
sheet in excess of its scrap value. This is emphasised in a number of 
places in the papers under discussion. 

The huge sums involved in this connection in certain steel manufactur- 
ing concerns make the obsolescence problem one that can only be dealt 
with by capital reorganisation schemes of a drastic nature, to bring the 
before-mentioned established fact into operation. It must not be 
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overlooked that the problem is an ever present one, to undertakings 
which work on a smaller scale, but the same difficulty is encountered 
whether the business is large or small, namely, that of providing the cash 
necessary to lay out the new plant, in the depressed area of the South 
Wales' and Monmouthshire Coalfields, where obsolescence in certain cases 
has had to be dealt with by means of a capital reorganisation scheme, 
it is by no means easy to finance any new requirements, even though 
the asset values have been dealt with more or less on the appraisa^ls 
method and written down to what should represent their present worth. 

I venture to suggest that no country can expect a return to general 
prosperity until the depressed areas have thrown off their depression by 
means of a return to active working conditions on a remunerative basis, 
which state of affairs I am sure everyone within this Congress is anxiously 
awaiting. 

Mr. Howitt, in his paper, when mentioning the obsolescence allowance 
for income-tax agreed by the English income-tax authorities, did not 
include a reference to the more generous interpretation made of the 
regulations by the Board of Inland Revenue some twelve or eighteen 
months ago. I refer to the arrangements now in force whereby relief 
is granted where the same type of asset is replaced but not necessarily 
identically as was formerly insisted upon. That is to say, for example, 
steam plant replaced by electrical and horse-drawn vehicles replaced by 
motors ; a number of other examples will readily occur. This taxation 
concession was a very welcome one to traders of all classes, and no doubt 
is helping in some measure to stimulate improvements and thereby 
trade in general. 

I am grateful to you, Mr. Chairman, and to the members of the Congress 
for allowing me to make this modest contribution to the discussion on 
the papers which so adequately set out the whole subject. (Applause.) 

Mr. P. H. Blackwell, F.C.A, (Great Britain) : Mr. Chairman, 
my Lord President, ladies and gentlemen, I have' had the privilege of 
reading Mr. HowitPs paper, both in an eadier edition and in print, and 
I should like to thank him for the interest and the instruction I have 
derived from it. I looked for clear and scholarly treatment of the sub- 
ject by him, and I was not disappointed. 

I noticed in Professor Annan's paper, which was discussed on Wednes- 
day, a passage which is complementary to one of Mr. Howitt's. In con- 
sidering the reducing balance percentage method Mr, Howitt remarks 
on the disadvantages attending this method. He points out that one of 
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these disadvantages is that assets tend to be dealt with in groups, so that 
some portion of the cost of an asset may be left in capital long after the 
asset has been scrapped. Mr. Howitt goes on to point out the remedy, 
which is the careful maintenance of plant registers. This point was 
taken by Professor Annan at page 273 of his paper. I venture to 
emphasise it again here, although I am bound to confess that it is not a 
complete remedy. Even where a plant register is apparently wSll kept 
it is sometimes found that plant still figuring in that register is disused 
and virtually abandoned, without any record of the fact in the books. 
It may be that the auditor should put a specific question to the works' 
manager at each audit to ensure that such abandonment is recorded and 
the plant register kept up to date in respect of casualties of all kinds. 

There is a point on which perhaps Mr. Howitt could enlarge if he has 
the opportunity in replying to the discussion on this paper. Mr. Howitt 
reminds us on page 643 that, in connection with the balance sheet, the 
auditor is not a valuer. But on the previous page he reminds us that in 
reviewing the revenue account, the auditor must be satisfied that reason- 
able depreciation has been provided for the year. Now if an asset is liable 
to depreciation, the value at which that asset is taken in the balance 
sheet must depend on the provision made for that depreciation, and the 
rate at which provision for depreciation is made is fixed by those in control 
of the undertaking. The auditor on the other hand has, from his expe- 
rience, general ideas as to the rates of depreciation to be applied ^ to 
certain classes of assets. If his idea in a particular instance differs from 
that of the directors, he may be in a dilemma. Is he not posing as a valuer 
if he presses his view that the rate of depreciation should he higher than , 
that proposed ? I know that usually in such cases much can be effected 
by persuasion, but I should be glad to have Mr. Howitt's guidance for 
use in the instances where there is a direct and definite conflict of opinion. 

There is a point of nomenclature which arises out of paragraph {b), 
(i) on page 627. Mr, Howitt speaks of a sinking fund and goes on to say 
that interest earned is added the provision, if the sums set aside are 
separately invested. I have always thought that it would be an ad- 
vantage if any title which included the word fund " could be re- 
served exclusively for the provision of sums which are so invested outside 
the business, using a teim which does not include the word fund " 
when the sums set aside are retained in the business. This is indeed Mr. 
Howitt s view, as appears from a phrase oi^page $30. 

The task of the auditor would be rendered easier if certain of Mr. 
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HowitCs words on page 637 could be taken to heart by some of our clierits. 
There is no justification, says Mr. Howitt, for regarding depreciation as a 
mere book-entry. Even if no profits are available ” — and this 'is what 
I should like to be drummed into the clients I have in mind — “ even if 
no profits are available, depreciation should be charged and added to the 
loss.” And yet every day chairmen of companies, in dealing with the 
results*of the year, proudly tell the shareholders that the figure is so and so 

after providing so many thousands of pounds for' depreciation.” 

To those who are not familiar with it, the note of American income-tax 
allowances on page 635 is of particular interest. The fixing of the obso- 
lescence rate there must, however, present some interesting problems, for 
it would appear necessary to forecast the time which will elapse before a 
new invention renders out of date plant at present efficient. 

May I, in conclusion, thank you for listening to me, and thank Mr. 
Howitt for his most interesting paper. (Applause.) 

Mr. W. H. Chantrey, F.C.A. (Great Britain) : Mr. Chairman, my Lord 
President, ladies and gentlemen, the papers on this subject by Mr. 
Howitt and Mr. Fedde are very comprehensive and constitute a valuable 
addition to the literature which has been written on this subject, and the 
thanks of all are due to these gentlemen for what they have done. The 
papers cover practically the whole ground, but I would like to emphasise 
one or two points. 

Jhe hypothesis that depreciation is in effect a distribution or spreading 
of capital outlay over the effective life of the asset is particularly inter- 
esting, and to some extent such an asset might be compared with the 
usually small item in the balance sheet representing rates, insurance 
and other outgoings paid in advance. The continuance of the business is 
a necessary assumption to justify the figures at which these assets are 
included in the balance sheet, and steps might well be taken to impress 
this point of view upon shareholders and others for whose benefit the 
balance sheets are prepared or those who are interested in balance sheets. 

Of the various methods of depreciation, I ^ould suggest that in the case 
of a complete and self-contained asset, such as a lease, the annuity method 
is most suitable, because it takes into account the interest earned on the 
amounts annually set aside out of the profits. For assets, part of which 
are being renewed from time to dime, such as plant and machinery, the 
reducing balance method is probably most suitable, because in addition 
to the fact that the largest depreciation occurs in the first few years, 
there is also the fact that repairs chargeable to revenue are pro*bably 
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smaller in those first years, and thus in some measure the charge to 
revenue is equalised. In view of the many methods of depreciating fixed 
assets,' each of which is fairly well defined, it would be informative if the 
particular method adopted by a public company or other body were dis- 
closed in the annual accounts and reports. It will not infrequently happen 
in the case of an old-established business that the annual sums written 
off for depreciation will have reduced the capital asset to a point below 
its unexpired value, te it plant, machinery, or equipment, or even a lease. 
In these circumstances the amount charged to revenue in pursuance of 
the prescribed methods, will be less than the pro rata annual reduction in 
value, and this will continue until the asset has been exhausted and/or 
renewed. This position is perhaps not so important so long as a balance 
sheet is published showing, as Mr. Howitt advocates, the original cost of 
the asset and the total amount written off, because the relation between 
the amount written off and the total cost of the asset will be apparent. 
Nevertheless, Mr. Howitt is of opinion that an auditor should qualify 
his report if he is not satisfied that reasonable depreciation has been 
provided for the year. 

In his paper Mr. Howitt refers to an auditor's report on past profits 
for prospectus purposes and the need for having regard to the new capital 
structure. If the assets have been changed or renewed from time to 
time during the period covered by the auditor's report on the accounts, 
then it may be impracticable to reconcile the value of the assets for each 
of the periods with the new valuation, and it may, therefore, be desirable 
or even necessary to give the profits before charging depreciation, and 
to set out the proper amount of future annual depreciation based upon 
the new valuation and the new capitalisation of the company. The point 
that I wish to emphasise is the desirability of different treatment of 
depreciation in the case of the annual accounts of a going concern and a 
certificate in a prospectus probably covering several years. (Applause.) 

Mr. E. H. Bridgewater, F.L.A.A. (Great Britain) : Mr. Chairman, 
my Lord President, ladies ^nd gentlemen, in the reading of these 
papers and the discussions thereon, I have found much instruction and 
stimulation of thought on the subject under discussion, but it would be 
presumption on my part to attempt to put forward from this platform 
the points that they have raised in the- mind of one who is still only a 
student of the problems the subject presents, especially in the presence 
of the authors of most of the writings from which I gathered such know- 
ledge^of the theory of the subject as I may possess. Therefore I do not 
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propose to suggest the questions and theories occurring to me, whi-ch 
have no doubt been thoroughly explored by those whose experience and 
practical knowledge make them so much more . competent to speak on 
these problems with real authority. 

But’ there is one point upon which I feel that I can speak, and that is 
the importance of proper provision for depreciation and obsolescence 
by the small business man carrying on his business either as a sole trader 
or a comparatively small private limited company. This type of business 
does not give rise to the complicated problems that arise in the affairs 
of large public companies, but nevertheless I am convinced that the 
basic reason for the failure of many such businesses is the absence of 
careful consideration of the effect of these two factors upon the real 
solidity of the business. 

I think most accountants will agree that it is usually very difficult to 
persuade the average man that his fixed assets are decreasing in value or 
likely to become out of date. He may agree on general lines that it 
possibly is so decreasing, but that is very different from agreeing to leave 
some of his apparent profits in the business to meet the loss so incurred. 
It is only when he finds himself unable to replace an asset which is no 
longer of use, or requires to borrow money and finds that his assets are 
no longer a sufficient cover, that he realises the advisability of proper 
provision for a loss which is taking place aU the time, and by that time it 
is ‘too late. 

In a large concern these questions are well understood and can be 
ventilated and discussed with technical officers who thoroughly under- 
stand the capabilities of the asset concerned, and are well versed in the 
progress being made with ideas and designs that are likely to affect its 
earning capacity, but in the smaller business the accountant is often in 
considerable difficulty. In many cases he is, in fact, if not in law, re- 
sponsible for the form of the accounts, and in his endeavours to follow 
conservative accounting principles he may easily run counter to the 
ideas of the owner of the business whose i®ain concern is present profits. 
With a limited company, however small, we do find some support from 
the requirements of the Companies Acts, but with firms and sole traders 
there is nothing to give such support. 

Now both writers of the papers before us to-day lay emphasis on the 
effect of income-tax regulations on accounting policy, and although I 
have no experience of,American accoimting, yet I can fully appreciate 
the effect of such regulations in Great Britain. Only when discussing tax 
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liability is the client really inclined to agree that there has been depre- 
ciation, and then we have to tell him that in any case it will not be allowed, 
but an allowance will be made in respect of wear and tear, which allow- 
ance is usually quite inadequate ; which only applies to certain classes of 
assets, and the rate of which has probably been fixed comparatively arbi- 
trarily by the local Commissioners some years before. Who can blame the 
accountant if, instructed by one Act of Parliament to satisfy himself 
that proper, provision has been made for depreciation in the accounts 
that he audits, and yet informed by another Act of Parliament that 
allowance will probably be restricted to an arbitrary figure, he contents 
himself with seeing that the accounts are as far as possible in line with the 
income-tax regulations. 

The American tax law is apparently in advance of ours in that it re- 
cognises, not only actual depreciation, but also includes under that term a 
reasonable allowance each year in respect of obsolescence, and, as Mr. 
Howitt says, this must undoubtedly encourage a more prudent policy in 
accounting, as the question of obsolescence is forced to the attention of 
the business man each year, whereas we have to wait until the contingency 
has materialised. I am not suggesting by these remarks that merely to 
incorporate a yearly allowance for obsolescence in the British income-tax 
code would automatically prevent small businesses from going bankrupt, 
but it is in my mind that we have here to-day the eminent leaders of our 
profession who are consulted in many ways in connection with Govern- 
mental decrees, and as a humble member of the rank and file, I would 
suggest to them that whenever they can use their influence in any way 
to strengthen the legal consideration given to these questions, in such ways 
as bringing it more prominently into the taxing code, they will be helping 
to bring them more urgently before the general business community. At 
the same time they will be giving other accountants considerable assist- 
ance in their endeavours to persuade the business world to give due 
thought to an item that is the more dangerous in that its immediate effect 
is not obvious, and thus assi-sting in part in avoiding one of the largest 
pitfalls that open out before small businesses, which, after all, in total, 
play a considerable part in the aflairs of any nation. (Applause.) 

Mr. W. Norman Bubb, F.S.A.A. (Great Britain) : Mr. Chairman, my 
Lord President, ladies and gentlemen, no one who has had the opportunity 
of reading through the two papers submitted to the Congress this afternoon 
can f|il to have been struck by the similarity in views expressed by 
Mr. Howitt and Mr. Fedde in their respective papers — the former acting 
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as spokesman for the profession in Great Britain, and the latter for the 
profession in the United States of America. This, to my mind, is evidence 
of the recognition on both sides of the water of the same undefl5dng 
principles, generally speaking, upon which accountancy practice is based 
so far as it relates to the particular subject under consideration this after- 
noon, namely, depreciation and obsolescence, and the views expressed 
will undoubtedly be accepted as common ground '' to the profession. 

Depreciation is admittedly one of the most important and at the same 
time one of the most difficult of all accountancy considerations. Both 
authors have pointed out that depreciation is as much a charge in 
accounts as is any other item of expenditure, and that it is not an 
appropriation to be provided only when profits are available. Too great 
emphasis cannot be laid on this important fact, and was referred to by 
Mr. Woolley. Depreciation from an accountant's standpoint has been 
defined as the '' measure of the exhaustion of effective life of an asset due 
either to use or to obsolescence " — ^the problem of depreciation being to 
provide for that eventual loss as it accrues — the effective life of an asset 
being naturally affected by questions of upkeep and renewal. It has also 
been emphasised that in these days the factor of obsolescence is fre- 
quently more important than that of wear and tear. 

I do not propose to refer in detail to the various methods of calculating 
depreciation placed before us in the two papers, except to observe that 
the '' reducing balance " method seems to find more favour in the United 
States. The latter method is, in my opinion, the simpler one to adopt 
as it renders unnecessary the keeping of a plant register. I agree with 
the view expressed that there is more to be said for a broad and prudent 
policy in these matters than for one limited to the exact writing off of 
past expenditure in a pre-determined way. 

In his role as financial adviser, an accountant is constantly making 
contracts with directors and proprietors who do not always appreciate 
to quite the same degree as does an accountant, the theoretical aspects 
of the question. His clients will agree that a machine wears out or 
depreciates in value and that provision must be made for this wastage. 
They will want to know : — (i) How to deal with the depreciation of a 
machine or other asset, and (ii) The effect depreciation has on the profits. 
The accountant will be provided with the material facts, such as the 
probable life of the machine, and he will then be asked to show the 
financial aspect of the position. In the majority of cases, directors and 
proprietors will prefer, if possible, to have a charge for depreciation that 
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is constant,” in order that they may have a definite figure to include 
in their future budgets or costings. It is ” up to ” th^ accountant, then, 
to do his best to stabilise this charge over a number of years. To effect 
this result it is almost impossible to utilise the reducing balance ” 
method and the straight line” method therefore commends .itself. 
Arguments as to increasing cost of repairs as the machine becomes worn 
out may be used against the adoption of the latter method. The account- 
ant may perhaps be* faced with a criticism from the directors that the 
rate suggested by him is too heavy in view of the fact that the Inland 
Revenue allows a smaller and reducing amount each year. This retort 
has come up time after time in the experience of us all in this country 
and is evidence of an ingrained notion in the mind of the average director 
that the amounts allowed for wear and tear (depreciation) by the Inland 
Revenue authorities represent the correct or even the maximum amounts 
to charge. 

In his speech at the annual meeting of one of the great shipping com- 
panies recently, the chairman stated that the depreciation written off in 
past years was greater than the amount allowed by the Inland Revenue 
and made this fact an excuse for a smaller allocation to depreciation 
reserve in the current year. 

Mr. Fedde drew attention to the tendency in the United States a few 
years ago, in view of increased values for corporations to revise the 
values of their fixed assets and their depreciation charges. This tendency 
which is not altogether unknown in this country, would not be open to so 
much objection provided the increased values were permanent. Events 
in both countries have proved, alas, that in this changing world there is 
no certainty or stability about values. It is interesting to learn that in 
the United States a greater interest is now being taken in the methods 
of presenting company accounts and reports and that recommendations 
on the part of the New York Stock Exchange have already been issued 
urging that disclosure should be made by corporations when any change 
occurs in the basis of their ^property valuations or depreciation policy. 
This is a step in the right direction and one which might with advantage 
be followed here. 

It is, of course, well known that in this countiy the published accounts 
of some of our largest concerns contain the minimum of information, the 
reason advanced for this being the fear of disclosing vital information 
to competitors. 

I Sgree with the view expressed that in’ the case of a limited company 
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it is due to the shareholders to be informed, at least, when any change in 
method is adopted in regard to writing off depreciation. The following 
case may be of interest : A public company whose business was adversely 
affected by recent legislation, found its turnover and profits declining. 
The management accordingly looked round to see where economies could 
be effected, but little success resulted from the search. Then paper '' 
econonfies were looked for. The company's auditors had for years 
previously recommended, and secured the director's agreement to the 
writing off of depreciation of one of the company's assets over** five years 
by the " straight line " method with the result that the asset in question 
stood at a very low figure. The directors accordingly felt justified in 
omitting any charge for depreciation of that particular asset in the year’s 
accounts, with the result that the profits shown were considerably larger 
than they otherwise would have been. The point I wish to stress is that 
in the published accounts of that company no mention was made as to 
any departure from the usual method of providing for depreciation. 

Mr. Howitt has drawn attention to the existence of the view held by 
some, that, legally, depreciation need not be made good before distri- 
buting the surplus of income over expenditure. He has taken pains, 
however, to emphasise that the English courts have never laid down that 
the excess of revenue receipts over expenditure can properly be distributed 
in dividend before providing for wear and tear of fixed assets during the 
accounting period. It is interesting to note that in the two cases re- 
ferred to by him the Court expresses the contrary view. On the other 
hand, the legal decisions in the cases of Verner v. The General Commercial 
. Investment Trust and Ammonia Soda Company support the view that 
losses of fixed capital (such as obsolescence and arrears of past 
depreciation) may be disregarded in ascertaining distributable profits. 

In spite of the great measure of agreement already reached on this 
important subject, I feel that a great deal still remains to be done in the 
direction of educating " our clients to a due appreciation of the need for 
an adequate charge under the head of depreciation, for, as has been pointed 
out, depreciation in the case of fixed assets is taking place all the time, 
regardless of fluctuations in costs, and all fixed assets (with few exceptions) 
must sooner or later be scrapped. 

In concluding my observations, I do not think I can do better than 
recall to your mind some of the remarks made at the Banquet in the 
Guildhall on Wednesd^. Both the President of the Congress and the 
President of the previous Congress referred to the functions of account- 
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ants, Lord Plender very properly emphasising that it was the duty of 
the accountant at all times to state facts, v^ilst Colonel Montgomery 
stress*ed that it was incumbent upon the accountant, on all occasions, 
to state “ the truth, the whole truth and nothing but tho truth/' I 
submit that these remaiks are as aptly applicable to the present subject 
under discussion as to those subjects which have preceded it at this 
Congress and my purpose in drawing attention thereto is because the 
particular features referred to do not always receive the same measure 
of serious attention which is given to other accountancy problems. 

We have heard a great deal this morning and during the Congress 
about statutory obligations, and quite rightly too, but in carrying out 
one's duties one should always endeavour to act up to the spirit, rather 
than the letter ; or both if you like, so long as the former is uppermost 
in one's mind. (Applause.) 

Mr. H. G. Howitt : Mr. Chairman, my Lord President, ladies and 
gentlemen, I am very grateful for the kindly reception — and I am sure 
Mr. Fedde agrees with me — ^which has been given to the papers we have 
delivered. In particular I am grateful to Mr. Wetherall for the remarks 
he made on my paper in opening the discussion. I expected I should be 
taken to task by someone — and he did it — for having launched into 
poetry, and I am somewhat relieved at the way I have been let off. I 
was, in fact, afraid he might have tackled me on another point, namely, 
that in adopting that particular quotation I was presuming to liken 
this Fourth International Congress to an '' insubstantial pageant." I 
had no such thought in mind, and I am quite sure Shakespeare was not 
referring to a body of this kind, or he would not have dared to use that , 
expression. 

The problem we are up against is this : With the limitations which 
we know to exist in regard to published accounts how can we best deal 
with the great problem of fixed assets ? The conclusion that I came to — 
and I think it is the conclusion of Mr. Fedde and of this meeting — ^is that 
whilst we must emphasise that we are not valuers, we have a definite 
contribution to make to the problem, namely, we should insist that the 
charge which is made for the period whose accounts we are auditing is 
reasonable, so that earning capacity shall be shown as correctly as possible. 

I doubt if we can go very much further than that. The balance sheet 
value that is left representing the fixed assets may be either too much 
or too little. If it is too much, as compared wofh the real value of the 
assets, the reason may be that revenue in these days cannot always keep 
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pace with the demands of obsolescence. There is a point beyond which 
revenue cannot meet that position, and reconstruction may.be .the only 
alternative. On the other hand, it may be that, due to changing con- 
ditions, to* increase in values, or currency alterations, fixed asset values 
are understated. This represents a form of secret reserve with .which 
as auditors I suggest we caimot be expected to deal. It is also a form 
of secret reserve which it is almost impossible to codify or to deal with 
by legislation. 

The next point that Mr. Wetherall dealt with was this : He said it 
was a paradox of accounting that there was nothing with which to write 
off when profits were not there. That, again, strikes a fundamental 
point and I should like to reply to it by quoting another paradox, which 
occurred to me whilst he was speaking. It is the paradox that fixed 
assets are really a form of liability. I want to be careful and qualify 
that statement. I mean that if you own fixed assets for the purpose of 
a continuing trade you have the adternative either to go out of business 
or to provide for their renewal. Therefore I do not think that provision 
for depreciation has anything to do with profits. It is something that you 
should provide for as an operating cost, whether you have profits or not. 

Mr. Wetherall then mentioned the question of the load factor. He 
suggested that depreciation might be calculated on the load factor of 
machines, meaning, I suppose, that if in any given period machines were 
not worked to full capacity depreciation for that period should be corres- 
pondingly reduced. I think there is a great deal in that, but if you 
adopt that principle you must have some kind of minimum, otherwise in 
times of depression you get far too low a depreciation charge, even to cover 
the wear and tear that must have taken place. You can work out such 
a policy perfectly easily in times of good trade, but in these uncertain 
days we cannot be sure that good times are ahead within the lifetime of 
an asset and therefore, as a matter of prudence, an annual minimum 
charge should always be made. 

The last point that Mr. Wetherall m^e was with reference to the 
sinking-fund method. I was rather glad when I heard him speak that 
I had mentioned that the sinking-fund method was particularly applicable 
to pubhc utility concerns because I understand that that is the kind of 
concern in which he is primarily interested. The fact remains that the 
sinking-fund method, and, I am bound to say, the investment of reserves 
outside the business wMch is* usually associated with this method# is not 
often used in commercial businesses. 
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r think I ought to leave Professor Hatfield to Mr. Eodde, but in sub- 
stance the reply I make to him is this : You remember he was very anxious 
that we should define a policy and stick to it and determine what were 
our principles — ^whether as a profession we were going to advocate this 
methqd or that method, this policy or that policy. I think that would 
be aU right if we could be satisfied that over a period there would be 
always a definite relationship between capital and revenue, but we cannot 
be* certain of .that, and therefore we cannot in advance lay down definite 
and final rules. -We can, however, suggest, as I have in my paper, certain 
principles, e.g. that for costing purposes a manufacturer should have 
regard to replacement costs and not merely to original costs. We ought 
to leave a certain amount to the policy and discretion of the board of 
directors. It is for them to say what policy they intend to pursue — do 
they wish the business to continue as such or do they wish to get the most 
out of it, as in the case of some mines, which include with their annual 
dividends an element which is admittedly of a capital nature. These 
are matters which ought to be left to the discretion of the company. The 
point is that whatever policy is decided upon should be declared, so that 
in looking at the published accounts one would know what the depreciation 
charge purports to represent, and if the pohcy is changed it ought to be 
definitely announced. 

Mr. Leake was the next speaker. We are all grateful to him for any 
observations that he has to make on depreciation. I am bound to say, 
however, that to my mind the effect of putting aside a reserve in the form 
of depreciation does mean that the business as such has put aside 
capital which is invested in the business and is therefore available for 
earning profits or interest, whichever way we like to put it, and therefore, 
both the straight line method and the reducing-balance method have, 
in effect, over the period of their operation, provided an element of 
interest, in that they have provided the business with working capital. 
Therefore, in the later years of the operation of those two methods 
the annual charge is, in effett, very largely a matter of interest, and 
not wear and tear provision. In fact, if there is a high rate of depre- 
ciation at work in the later years the depreciation charge becomes a 
negative figure, the interest charge providing more than the annual 
requirement. 

Mr. Leake also mentioned the question of goodwill. I am not going 
to launch into discussion of that question., Thc^essential point is this, 
that goodwill is something that you have paid for, rightly or wrongly, 
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there it is ; it does not carry with it any obligation and is entirely different 
from bricks and itiortar in that respect. Bricks and mortar carry an 
obligation ; they have to be renewed, and therefore reserve* has* to be 
made for them. Goodwill has not to be renewed.' If it is not worth what 
was paid for it, that is the end of the matter. 

Mr. Pelser advocated a third method of depreciation. He said* that 
in certain instances the depreciation charge might be dependent on the 
amount of profits available. My main criticism of* that new position is 
although it may be prudent from the balance sheet point of view to 
write off as much as you can when you have profits available (surplus to 
what you have charged in your ordinary working account) it would be 
only a book entry — ^putting the balance sheet in a more stable position, 
provided you keep the reserve in hand and do not distribute it. It adds 
nothing however, towards stating the true earning capacity over a series 
of years, and that is the great point at which we ought to aim. I think 
the other answer is, that if one admitted that principle one would find 
it very difficult to refute the converse contention, which would be put 
to us, namely, that in times of bad profits or of losses there was no need 
to make any provision. We must stand firm, I think, and resist that 
alternative suggestion. 

I am grateful to my friend Mr. Carter for any remark that he makes on 
this subject, and particularly when he speaks on income-tax matters, 
on which he is such an expert. Anyone who has had discussions with the 
income-tax authorities must realise the great difficulties there are in 
estimating what is and what is not a fair rate of depreciation. These 
problems are taken to the Inland Revenue authorities and discussed by 
bodies of traders. You will then find, if you have occasion to represent 
them, that there is a mass of information in the revenue of&ce from which 
they can argue if necessary that certain assets hardly disappear at all. 
Railway wagons for instance : In certain cases the sides may have been 
renewed one year, the buffers the next year, and the wheels another year 
and the wagon as a wagon probably never disappeared altogether. And 
so in discussing such problems one has to consider the very varied nature 
of each asset that one is dealing with, because some of them — ^wagons, 
for instance — ^are like old soldiers ; they never die — and they never even 
seem to fade away. 

Mr. WooUey and Mr. Biggar both mentioned the question of buildings, 
and Mr. Biggar advocated that more depreciation ought to be provided. 
In that I thoroughly agree with him. It is one of the criticisms I Should 
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like to make about income-tax practice, because the absence of depreci- 
ation on buildings in some annual accounts is probably encouraged by 
the fact that there is no direct tax allowance in respect of them. 

Mr. Blackwell put to me a question rather on the same point — as to 
what rate of depreciation the auditor should suggest when he .has a 
dispute with a board of directors. If he has to admit he has no expert 
or special knowledge of the trade in question I am bound to say that the 
only thing he can act on is the income-tax rate. We know they are 
iriodest rate^, and therefore at best they represent in our minds a minimum 
of what ought to be provided. At any rate, we can urge the income-tax 
scale with assurance, and if we get that minimum things will not go very 
far wrong. 

Mr. Chantrey mentioned the question of prospectuses. There I would 
emphasise that in giving a review of earning capacity over a 5-year 
period it may be necessary to calculate depreciation on quite a different 
basis from that adopted in the annual accounts under review. It may be 
necessary to have in mind the altered capital structure of the new organ- 
isation. It may be that the prospectus formula represents one of the 
future solutions for dealing with this fixed asset problem, namely, that 
it may come to pass that even in submitting the annual accounts of 
companies it will become the custom to submit some kind of review over 
a past period of years, prepared on a imiform basis. Such a review, if 
it were brought about, would give, to my mind, the best indication 
possible from year to year as to what is the true value of the fixed assets 
and of the undertaking as a whole, 

I think I have dealt with all the points, except that the Chairman in 
opening said — and I would like to endorse his view — that it is perhaps 
appropriate that the last meeting of the Congress should be the one to 
discuss the question of depreciation. We can at least apply our own 
particular theories to our own case and see whether the wear and tear 
we have suffered during the week works out so that our residual value 
is left at what it ought to be. I hope in our case, although we may have 
suffered wear and tear throughout the week, the obsolescence factor 
is not too great — ^indeed I hope there is a credit, in that our usefulness for 
our daily work may have been improved, and in that our unexpired period 
of effective life may have been extended and not reduced. I hope at 
any rate that we have enough residual value left to enjoy the Ball in this 
Hall to-night. (Laughter and applause.) 

Mnr Fedde : My Lord President, Mr.* Chairman, gentlemen, as I 
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watched Mr. Howitt taking copious notes, I foresaw that his summary 
would be comprehensive, as it proved to be. ... 

The hour being late, I shall therefore not review the same matter again, 
but close Very briefly, though unable to do so with the felicitous three- 
word benediction as recently uttered by his Grace the Archbishop of York 
at our Banquet. 

I was on the platform of the last session of fhe Congress held in 
Amsterdam in 1926, and now am on the platform of this Congress at its 
close. This, happily, gives me the opportunity to congratulate the 
sponsors of this Congress on the marvellous way in which it has been 
planned and carried through, and to thank them most heartily for the 
way they have entertained and looked after us. If London invites us 
again some time in the future, I am sure we all will come again. 

[The following notes were also handed in, but through lack of time 
the speech could not be delivered.] 

Mr. F. R. M. de Paula, O.B.E., F.C.A. (Great Britain) : From the 
point of view of industry, this subject is obviously of vital importance in 
view of the enormous growth in the proportion of the capital invested in 
industry that is represented by fixed assets and also the constant develop- 
ment and improvement in industrial plant. 

In my view it is most desirable that there should be uniformity of 
method. In any particular industry, if different methods are adopted in 
calculating depreciation, this vitally affects costs. The importance of 
this is illustrated by the fact that in the case of companies with which 
I am familiar, depreciation represents 100 per cent, on direct labour and 
therefore the adoption of different methods of calculation of depreciation 
must make a very material difference to costs. 

If different manufacturers in a particular industry all calculate their 
costs in a different manner, the results may be and in many cases are very 
detrimental to the industry as a whole. In the papers under consideration, 
eight different methods for writing off depreciation are described and 
the pros and cons of each method have beeif carefully explained. 

In the course of the discussion it is clear that certain members of the 
audience have decided views in favour of one or other of these methods. 
In his paper, Mr. Howitt stated that the main objects of depreciation 
charges were to ‘‘ arrive at a correct statement of yearly revenue " and 
to maintain a correct costing record."' These various methods give 
widely different resultsi^nd iS tkis position is correct it would be possible 
for a business for any one year to prepare eight profit and loss accounts , 
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each showing a different result and yet it is argued that this is correct. 

Personally, I cannot accept this and I would liken this situation to an 
engineer who is designing a bridge and wishing to calculate the strains 
and stresses referred to his textbook and found that there Were eight 
different methods by which he could make the calculation and each one 
gave different results. I think in these circumstances many of us would 
hesitate before we took a heavy load across that bridge. 

. The answer to this particular point which the profession gives, I gather 
from the discussion, is that the selection of method depends upon cir- 
cumstances. When we say this, in my opinion we are running away from 
the responsibility of making up our minds. American accountants have 
made up their minds in favour of the straight-line method but I do not 
accept Mr. Fedde's contention that conditions in that country are different 
from those in thig country. Here, although we all have our individual 
opinions, collectively we have not made up our minds. 

There must, I suggest, be one sound principle governing a matter such 
as this and it seems to me a matter of the greatest importance that we, 
as a profession, should establish our principle as to this and several other 
fundamental matters of accounting upon which also we have not made up 
our minds. 

I do not think that it is surprising that we have not collectively made 
up our minds, for our profession has grown with such remarkable rapidity, 
we have all been so deeply engaged upon our day-to-day tasks that collec- 
tively the profession has not had time to pause, think these matters out 
and make up its mind. 

The older professions have settled their fundamental principles largely - 
by establishing a scientific side by means of professorships, research work, 
&c. Our profession, it seems to me, has hardly started to create and 
cultivate its scientific side. For example, in the University of London, 
there is no Chair of Accountancy. There was one, and its first distin- 
guished occupant was my friend the late Professor Dicksee, and I 
had the honour to follow him,^ut when I retired the Academic Authorities 
required the Chair for another purpose, with the result that the Chair of 
Accountancy was quietly put to death and it passed unnoticed, so far as 
I can judge, by our profession. 

I am strongly of opinion that our profession has reached the stage when 
we should commence to establish our principles, and one valuable step 
in thjs direction would be for the prpfessi^ to found Chairs at 
Universities, take a direct interest in research work and encourage writing. 
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There is in my view a big field for research and the result of a scientific 
study would be of inestimable value to the profession and to industry 
as a whole. Uniform practice based on sound principles is. a goal that 
we should aim at but which as yet appears to me is a long way off. 

The Chairman : Mr. Howitt and Mr. Fedde, I am sure the Fourth 
International Congress on Accounting is grateful to you both for the able 
papess which you have presented for the discussion which has ensued, 
and for the replies which you have given. This *is the last paper, and 
now it only remains to have what I believe the Americans would Cali 
the concluding exercises. Our President, Lord Plender, occupied the 
Chair at the opening session ; it is right and proper that he should occupy 
the Chair at the concluding session. I have therefore much pleasure 
in vacating the seat to him. 

The President then took the Chair, amid loud applause. 

Colonel Robert Montgomery, C.P.A. (United States of America) : 
My Lord President, ladies and gentlemen, I have the honour to be a 
member of the American Institute of Accountants, The American Society 
of Certified Public Accountants, The Society of University Instructors 
in Accounting, The New York State and other State Societies of Certified 
Public Accountants. On behalf of those Societies and all other account- 
ants in the United States, including Porto Rico, the Philippine Islands, 
Canada, Mexico and Paraguay, I wish to express felicitations and thanks 
to our British hosts. When we received our invitations last year, we expected 
much. We may be new, but we are very observant. We do not scorn 
to learn from those who know more than we do, who entertain better than 
we do. We have ceremonies and traditions. We are still feeling our 
way and cannot tell at this moment whether you will find a dictator or a 
constitutional President the next time you come to the United States, 
which we hope will be in three or four years. We expected much — ^we 
have found more — ^much more than we expected, much more than we 
deserved. Your arrangements have out-perfected perfection. Your 
attention to and solicitude for those thousand and one things which make 
for comfort and happiness, have been boundless. Your Executive Secre- 
tary, Mr. Colville, has been constant in his care, unlimited in his courtesy ; 
his staff of charming young ladies have made it difficult to decide where 
we should spend our time — ^in the office or in the skating rink. Your 
Executive Committee have looked after us as we have never been looked 
after before. The iffembers at large of your sponsoring societies have 
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made us happy in many different ways. 

And you, my Lord Plender, have led all the rest, and to you, and through 
you, we. offer our heartiest congratulations and our heartfelt respect, 
admiration and gratitude for the honour of participating in this best of 
all International Congresses. (Applause.) My Lord President, my 
friend. Mr. Van Dien tells me that I have just made a motion, and I 
therefore propose what I have just said as a resolution. (Cheeks and 
loud applause.) 

Mons. E. Van Dien, F.S.A.A. (Holland) : My Lord President, ladies 
and gentlemen, -I am most happy to second Colonel Montgomery's 
motion, or resolution, or whatever he wants to call it, on behalf of all the 
Continental accountants here present. I am not a member of so many 
societies as my friend Colonel Montgomery. Nevertheless I want to 
speak in the name of our colleagues in Africa, Australia, Austria, China, 
Czechoslovakia, Denmark, France, Germany, Holland, Japan, Italy, 
Norway, Poland, Roumania, Sweden, Switzerland — and their ladies too. 
(Laughter and applause.) Time will, of course, not allow the delegates 
from all the different countries to express their feelings towards our hosts. 
This Congress proves once more that every generation stands on the 
shoulders of its predecessors. St. Louis 1904 was a very nice start, 
Amsterdam 1926 was perhaps a little better — and it should be, as we took 
22 years to practice — ^then New York 1929 was a revelation to us all in 
regard to what could be done with many hundreds of us, dry accountants, 
and now London 1933, is, in my opinion, the acme of what can be done 
to entertain and to give scientific information to so many accountants 
gathered from so many different countries from all parts of the world. 
And I sympathise with my Italian friends, who are undertaking to enter- 
tain international accountants in Rome in 1936, for being compelled to 
compete with this reception. 

For those who have not been in the kitchen of such big gatherings it 
is impossible to realise what a tremendous lot of work has to be done 
before we, the guests, are allowed to arrive. The Secretary of this 
Conference, the Honourable George Colville, showed me some time ago 
when I was in his ofdce in London the preparations he had made to receive 
the delegates, which were all devised to be sure that no name should be 
forgotten and that no wish of any visitor should be neglected. I am 
very sorry to say here that I was not able to make any suggestion as to 
what alterations could be made to complete his books and papers. 
The onjy thing I could say was : '' It is marv^ous." Not only the 
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Honourable George Colville, but his assistant Secretaries, Messrs. Bankes 
and Garrett, are Entitled to the gratitude of the delegates and visitors 
for the silent but very serious work they have done on our behalf, 
(Applause.) We must not forget in this connection the young ladies in 
the office here, who have done so much to make life worth living for us. 
(Hear, hear.) 

Et ffinalement, pour ^tre sur que notre reconnaissance sera exprimee 
dans une langue comprise par ceux de nos coUgeues qui ne comprennent 
pas suffisamment T Anglais, j'ajoute que tons nous vous remer cions 'de 
tout notre coeur pour tout ce que vous avez fait pour nous pendant cette 
semaine inoubliable. 

In conclusion I might say that from the Lord President of this Congress 
to the youngest clerk in the office here everyone did everything to make 
this Congress a success, and it will long remain a glorious example of 
what British taste, British knowledge and British hospitality can bring 
together. I am most happy to second Colonel Montgomery’s motion. 
(Applause.) 

Colonel Montgomery : Ladies and Gentlemen, you have heard the 
motion. All those in favour will please say '' Aye.*’ (Shouts of “ Aye 1 ”) 
My Lord President, the motion is unanimously carried. (Applause.) 

The President, who was enthusiastically received, said : Colonel 
Montgomery, Mr. Van Dien, ladies and gentlemen, I have listened, as 
my many friends who are your hosts at this Congress have listened, with 
much appreciation to the kind words of thanks used by Colonel Montgomery 
and Mr. Van Dien on behalf of the delegates and visitors who have 
honoured us in accepting our invitation, and the warm reception given 
to the vote of thanks by all of you has touched us deeply. 

We have looked forward to this week as an opportunity not only for 
the interchange of views on practice, and experience in accounting 
principles and methods, but also as a little repayment of the many 
kindnesses and courtesies we have received at the three preceding Inter- 
national Congresses in the United States of America and Holland. The 
week of effort is now ended, the Congress is about to close and we disperse 
to our respective homes with a feeling, I trust, of fulfilled expectations 
and of pleasant memories. 

I hope there is no feeling on anyone’s part that they have been over- 
looked. It is not easy to take care of everyone where there are so many, 
but we have tried to make our friends from abroad feel that we are all part 
of a great brotherhood for* mutual help and service^ and in ouy effort I 
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trust that we have not failed. We have been happy in welcoming and 
associating with old friends, and we have formed new friendships which 
will last. • 

The valuable papers which have been read and discussed should prove 
of permanent interest to the profession and be most helpful in our practice, 
and I gladly take this opportunity of thanking, in your name, the distin- 
guished gentlemen who- have given us the benefit of their experience, and 
for the time and trouble they have taken in the preparation of their papers. 

"The arrangements for this Congress have, I think, been admirable. 
There are many people whom I would like to mention who have rendered 
invaluable help and whose efforts for many months past have been un- 
ceasing : but to enumerate them all would perhaps take too long a time. 
They are recorded on page 4 of the programme, and in the official record 
of the proceedings of the Congress their names will be embodied. But I 
feel sure you wouM not like me, as President, to refrain from mentioning 
specially Mr. Colville, the Secretary, who, with the Assistant Secretaries 
and their loyal staf have contributed so much to make this Congress an 
unqualified success, and I may also mention my old friend. Sir James 
Martin, the Vice-President, who has faithfully supported me always and 
helped the Executive Committee by his wise guidance and wide experience. 

Many of our friends here are already looking forward to another 
International Congress. We must take care not to suffer from indigestion, 
and it may be wise to let a sufficiently lengthy period — ^but not too long-r- 
elapse before another Congress is convened. And in this connection I 
am happy to tell you that I have received a letter dated the i8th inst. 
from Signor Alfredo Selvi, President of the Italian Delegation, suggesting 
that the next Congress be held in Rome in 1936, and offering to us with 
that courtesy and warmheartedness which characterises the people of 
that great nation, a reception worthy of the event. I am sure that you 
will permit me, on your behalf, to thank him most cordially for the 
invitation to a City that we all reverence and whose history is imperish- 
able— and to a country where bookkeeping in a scientific form is said to 
have originated. 

And now comes the time to say farewell. I do so, in the name of the 
eight sponsoring bodies, with feelings of regret at parting, but with 
pleasurable anticipation of meeting again. The curtain falls for the 
present, but it will rise again when re-union takes place. (Applause.) 

Monsieur Van Dien called for three cheers for the President ; these 
were given with great heartiness and the Congress terminated. 
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TOUR OF LONDON 

A second tour of London was arranged for the benefit of ladies accom- 
panying delegates and visitors. This time the route lay westwards' passing 
Buckingh^ Palace, Westminster Abbey, Lambeth* Palace, the Tate 
Picture Gallery and other well-known mon.uments, and returning via 
Kensington and Hyde Park to Oxford Street. Here several ladies were 
entertained to tea by Messrs. Peter Robinson, Ltd., but most of the party 
returned to the Skating Rink at Grosvenor House to hear the closing 
speeches of the final Congress Session. 

BALL 

The Congress came to a conclusion with a ball at Grosvenor House, 
commencing at 10 p.m., when a company of about 900 met in the Skating 
Rink. Lord and Lady Plender and Sir James and Lady Martin received 
the guests. The Embassy band provided the music, and supper was served. 
Although the night was warm, the dancing appeared to be greatly appre- 
ciated and continued unabated until 3 a.m. on Saturday morning, when, 
after the playing of the National Anthem, many visitors joined in singing 
Auld Lang S3me* 



VISIT TO SCOTLAND 


Invitations had previously been issued to the delegates to visit Scotland 
during the week commencing 24th July, and over one hundred delegates 
and others accepted the invitation. On Monday they were the guests of the 
Society of Accountants in Edinburgh ; on Tuesday and Wednesday the 
guests of the Institute of Accountants and Actuaries in Glasgow and the 
Corporation of Accountants ; and on Thursday and Friday the 
guests of the Society of Accountants in Aberdeen. 

EDINBURGH 

Monday's proceedings began with a visit by motor to places of interest 
in the City, including the Castle and the Palace of Holyrood House. Lunch 
was served in the North British Station Hotel. Mr. Shiells presided over an 
attendance of over two hundred, and was supported on his right by the 
President of the Institute of Chartered Accountants in England and Wales 
(Mr. H. L. H. Hill), Sir Thomas Whitson, Mr. J. Stuart Gowans and the 
following delegates : Mons. Marc Barbut, Mr. John F. Forbes, Mons. Seth 
Svensson, Mons. N. Butculescu, Mr. John Parton ; and on his left by the 
President of the Institute of Accountants and Actuaries in Glasgow (Sir 
Thomas Kelly), the President of the Incorporated Society of Accountants 
and Auditors (Mr. E. Cassleton Elliott), the President of the London Asso- 
ciation of Accountants (Mr. John M. Biggar), and the following 
delegates : Mons. W. T. J. Abbema, Mons. C. Sommerschild, Mons. J. P. 
Strobel and Mons. K. Augsten. The toast of “ The King," proposed by Mr. 
Shiells, having been duly honoured, Mr. Hill, President of the Institute of 
Chartered Accountants in England and Wales, in a short speech, thanked 
the Society of Accountants in ^^dinburgh for their hospitality. On the 
motion of Mr. E. Cassleton Elliott, President of the Incorporated Society 
of Accountants and Auditors, the health of Mr. and Mrs. Shiells was 
proposed and pledged with acclamation. The proceedings terminated with 
the singing of '' Auld Lang Syne." 

In the afternoon the visitors had a motor excursion to Peebles Hvdro- 
pathic, where tea was served. 
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In the evening the Freemasons' Hall was the scene of a very enjoyable 
and successful reception. The President and Mrs. Shiells received the 
guests, of whom there were about 400. A large number of the Society's 
members resident in Edinburgh, and their wives, were present to extend a 
further welcome to Edinburgh to the delegates and other visitors who had 
attended the Congress. The Lord Provost and the Lady Provost; Sir 
Andre^^ Grierson, the Town Clerk, and Lady Grierson and many other 
distinguished representatives of the legal, medical and other professions in 
Edinburgh were also tl\e guests of the Society on this occasion. 

A delightful programme of Scots songs was finely rendered by Mr. John 
.Mathewson, and was much enjoyed by all. Further entertainment was 
provided by a string quintette, who played selections of music during the 
evening. 

List of Foreign Delegates and Visitors entertained by The 
Society of Accountants in Edinburgh 


Abbema, W. T. J. 

Augsten, K. 

Banks, A. S. 

Banks, Mrs. 

Banks, Miss 
Barbut, Marc. 

Barbut, Madame Marc. 

Beil, Mrs. L. B. 

Bes de Berc, Ren6 
Berg, John 
Berg, Mrs. 

Biggar, John M. [President of the 
London Association of Certified 
Accountants ) . 

Bohlin, L. T. 

Bohlin, Mdlle. 

Brates, Dr. Draganescu 
Brates, Madame Draganescu 
Brenner, 0 . 

Brenner, Madame 0 . 

Buriat, Emile 
Buriat, Madame E. 

Butculescu, N. 


Butculescu, Madame Catherine 
Clark, H. R. 

Clark, Mrs. 

Dietze, Frau Eva 
Douwe, Van 
Douwe, Madame Van 
Douwe, Mdlle. 

Egnell, Herman 
Elfborg, Kurt 

Elliott, E. Cassleton [President of 
the Society of Incorporated Ac- 
countants and Auditors ) . 

Fabella, Senor 
Fabella, Sehora 
Forberg, Paal 
Forberg, Madame 
Forbes, John F. 

Forbes, Mrs. 

Fuksa, Ing. J. 

Fuksova-Svata, Frau J. 

Garrett, A. A. [Secretary of the 
Society of Incorporated Account- 
ants and Auditors). 
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Grahl, Hugo 
Greenhill, Mrs. William 
Griswold, "E. H, 

Gross, Hugo 
Haldane, Mrs. 

Hamelberg, W. A. 
Hamelberg-Bosch, Madame 
Henderson, Mrs. Kehneth 
iini, H. L. H. {President of the 
Institute of Chartered Accountants 
in England and Wales ) . 

Hogeweg, G. P. J. 

Holban, Arthur 
Holban, Mrs. 

Horn, Dr. G. F.* 

Jespersen, C. 

Jespersen, Madame 
Judd, Harold G. [Chairman of the 
Association of Scottish Chartered 
Accountants in London ) . 

Karlgren, Nils 

Kelly, Sir Thomas [President of the 
Institute of Accountants and Ac^ 
tuaries in Glasgow ) . 

Latham, J. C. [Secretary of the 
London Association of Certified 
Accountants). 

Lenares, Miss C. 

Lokkegaard, Capitaine C. F. 

Martin, Ren6 
Martin, Madame 
Mitchell, Miss M. E. 

Murphy, Mrs. 

Myer, Dean J. C. 

Parton, John 
Parton, Mrs. 


Parton, Miss 
Pearson, Miss 
Pelser, J. 

Pelser-Groenevelt, Madame 
Penndorf, Professor B. 
Retail, Leon 
Retail, Madame 
Rittenhouse, C. F. 
Rittenhouse, Mrs. 
Rittenhouse, Miss 
Robles, Drs. A. 

Schiffman, Dr. W. 

Schmidt, Fraulein Johanna 
Schourp, Dr. Paul 
Schultze, G. 

Schwoon, Melchior 
Sharpe, Mrs. W. W. 

Shiells, Mrs. C. J. 

Sjoaker, Ture 
Sjoaker, Madame 
Sommerschild, C. 
Sommerschild, Madame 
Somerville, Mrs. J. L. 
Stefanescu, S. 

Strobel, J. P. 

Strobel, Madame 
Svata, Fraulein Vera 
Svensson, Seth 
Taubert, Curt 
Teply, Josef 
Teply, Frau. 

Tjus, Fritz 
Tjus, Madame 
Upleger, A. C. 

Upleger, Mrs. 

Upleger, Miss 
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GLASGOW 

The Corporation* of Accountants acted as joint-hosts with the Institute 
of Accountants and Actuaries in Glasgow during the visit of the delegates 
to the West of Scotland, the necessary arrangenients being made by the 
respective secretaries, Mr. D. Norman Sloan,^C.A., and Mr. J. Stirling 
Brown, C.R.A. 

On Tuesday the 25th July the party proceeded to Glasgow, where 
they were received by the representatives of the Institute of Accountants 
and Actuaries in Glasgow and the Corporation of Accountants. 

As soon as possible after their arrival the visitors were taken for a short 
motor drive round the city. There was no time to stop at places of interest, 
but as they proceeded they had a glimpse of the City Chambers, the 
■Cathedral, the Royal Infirmary, the University, the Art Galleries, the 
Western Infirmary, and some of the shipyards. 

Lunch was served in the Central Hotel, when Sir Thomas Kelly, as 
President of the Institute of Accountants and Actuaries in Glasgow, 
occupied the Chair, and, along with Mr. T. Herbert Hughes, President of 
the Corporation of Accountants, extended a very hearty welcome to the 
visitors. 

In the afternoon the party toured the three lochs, proceeding to Tarbet, 
Loch Lomond, via the Stockiemuir Road and BaJloch, and returning by 
Loch Long, the Gareloch and Helensburgh. Unfortunately the weather 
wa-s somewhat unpropitious ,* but while the visitors were at Tarbet, where 
tea was served, there was a glimpse of sunshine and the rain ceased for the 
time being so that it was possible to move about freely and enjoy the 
surroundings. 

On Wednesday the guests and friends had an opportunity of viewing the 
beauties of the Clyde and the grandeur of the Scottish Highlands. The 
Loch Eck tour is held to be one of the most beautiful tours in western 
Scotland. Crossing from Gourock to Kim the party travelled by special 
motor vehicles to the seat of the Duke of Argyll, Inveraray, passing 
through country steeped in the history of old Clan warfare. The party left 
Inveraray by turbine steamer and returned to Glasgow via Tichnabruaich, 
the Kyles of Bute and Rothesay. 

A Farewell Dinner was held in the evening in the Central Station Hotel. 
Mr. T. Herbert Hughes, President of the Corporation of Accountants, 
occupied the Chair. The Chairman proposed the following toasts : The 
King,"' Reigning Sovereigns and Presidents " ; and Herr Melchior 
Schwoon of Germany ^opo^d the health of The Ladies,"' whi^h was 
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received with acclamation. Thereafter the Chairman bade farewell to the 
visitors, expressed the hope that their stay in the West o’f Scotland had been 
enjoyable ’and wished them God-speed on their homeward journey. On 
behalf of the visitors, the following delegates made short speeches expres- 
sive* of their thanks and appreciation of all that had been done ta make 
'their stay in the West of Scotland pleasant : Herr Christian Soihmerschild 
of Norway ; Mons. Marc Barbut of France ; Mons. le Dr. Draganescu 
Brates, and Mons. le‘Prof. G. L. Trancu lasy of Roumania. 

Sir Thomas Kelly, in bringing the dinner to a close, expressed the hope 
that the visitors had seen something fo Scotland which would make them 
endeavour to come back again and explore all the beauties of which 
Scotland was so justly proud. A most interesting and enjoyable evening 
was brought to a close by the singing of '' Auld Lang S 3 me.'' 


List^'of Delegates and Visitors to Glasgow 


United States of America. 

Mr. and Mrs. John Berg 
Mr., Mrs. and Miss A. C. Upleger 
Mr., Mrs. and Miss Rittenhouse 
Mr., Mrs. and Miss Banks 
Mr. and Mrs. G. S. Olive 
Mr. E. H. Griswold. 

C anada . 

Mr. and Mrs, H. R. Clark 
Mr., Mrs. and Miss Part on 

Germany. 

Herr Dr. Paul Schourp 
Herr Melchior Schwoon 
Herr G. Schultze 
Fraulein Johanna Schmidt 
Herr Hugo Grosz 
Herr Dr. B. Penndorf 
Herr Dr. G. F. Horn 
Herr Hugo Grahl and Frau Eva 
Dietze 

Herr Dr. W. Schiffmann 
Herr C. Taubert 
Herr Dr. W. Schneider 


France. 

Mons. and Madame Marc Barbut 
Mons. and Madame Leon Retail 
Mons. and Madame Rene Martin 
Mons. and Madame Emile Buriat 
Mons. Rene Bes de Berc 

Roumania. 

M. le Dr. and Madame Dragan- 
escu Brates 

Mons. N. and Madame Butculescu 
Mons. and Madame Arthur Hol- 
ban 

Mons. Simion Stefanescu 
Mons. le Prof. G. L. Trancu lasy 

Denmark. 

Mons. and Madame Ove Breuner 
Mons. and Madame C. Jesperson 
Mons. and Madame J. P. Strobel 
Mons. le Capitaine Lokkegaard 

Norway. 

Mons., and Madame C. Sommers- 
child 

M0n«. and Madame Paal Forberg 
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,Sweden, 

Mons. Tore Sjoaker 
Mons. Seth Svensson 
Mons. L. T. Bohlin and MdUe. 
Bohlin ' 

Mons. and Madame Fritz Tjus 
Mons^ Kurt Elfborg 
Mons. Nils Karlgren 
Czechoslovakia. 

Mons. Kamil Augsten 
Mons. Ing. J. Fuksa, Frau J. 
Fuksova-Svata and Fraulein 
Svata 


Czechoslovakia, 

Mons. Josef and Frau Teply 

Holland. 

Mons. W. T. J. A*bbema 
Mons. J. Pelser, Jr., and Madame 
A. Pelseir-Groenevelt 
Mohs. W. A- Hamelberg and 
Madame J. Hamelberg-Boschr 
Mons. G. P. J. Hogeweg 
Mons., Madame and Mdlle. Van 
Douwe 

Mons. le Drs. A. Robles 


ABERDEEN 

The party of the delegates and visitors from abroad travelled from 
Glasgow to Aberdeen on Thursday, the 27th July. On their arrival 
they were received by the President and Secretary of the Society of 
Accountants in Aberdeen. 

On Friday some of the party visited the Fish Market, and were much 
impressed by the scenes of activity prevailing there in the early morning. 

At 10 a.m. the party proceeded by motor to Braemar. The outward 
journey was along the south side of the River Dee as far as Ballater. There 
a hMt was called for a short time, and thereafter the party proceeded along 
the north side of the River past Balmoral Castle and Invercauld House, to 
Braemar. 

After luncheon in the Invercauld Arms Hotel, Mr. Herbert Bower, 
President of the Aberdeen Society, gave the toast of the King, and ex- 
tended a very warm welcome to the guests. Colonel Farquharson of 
Invercauld, who was also present, gave a short account of some outstand- 
ing events connected with that part of Scotland, such as the raising of the 
Standard of the Jacobites “ on the braes of Mar '' in 1715. Colonel 
Farquharson’s remarks were of great interes1?to the delegates. 

Several of the delegates responded and expressed their admiration of 
the picturesque scenery of the Dee Valley, the pleasure enjoyed in visiting 
the North of Scotland, and their thanks for all the arrangements made for 
their entertainment. Among those who spoke were : — Mr. A. S. Banks 
(U.S.A.), Mons. Ren^ Martin (France), Herr Melchior Schwoon (Germany) 
and Mons. Stefanescu (ROumauia). 
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The return journey to Aberdeen in the afternoon was along the north 
side of the River. A halt was made at Tor-na-CoiHe Hotel, Banchory, 
where* tea was served. 

With the exception of a slight shower in the afternoon the weather was 
perfect, and the party had clear views of the higher mountains— Loch- 
anagar and some of the Cairngorms. 

The following were of the party : — 

From U.S.A, : — Mr. and Mrs. John Berg, Mr. and Mrs. A. C. Upleger and 
daughter, Mr. and Mrs. C. F. Rittenhouse and daughter, Mr. and Mrs. 
A. S. Banks and daughter, Mr. and Mrs. H. E. Howell. 

From France : — ^Mons. and Mme. Leon Retail, Mons. and Mme. Rene 
Martin, Mons. R. Bes de Berc, Mons. and Mme. E. Buriat.’ 

From Germany : — Herr Melchior Schwoon, Herr Hugo Grahl, arfd 
Fraulein Wintermantel. 

From Denmark^: — Mons. and Mme. 0. Breuner. 

From Holland : — Mons. and Mme. J. Pelser, Jnr., Mons. and Mme. W. A. 

Hamelberg, Mons. and Mme. F. Rinsma, and Mons. G. P. J. Hogeweg. 
From Sweden : — Mons. and Mme. Sjoaker, Mons. Seth Svensson, Mons. 

and Mme. Fritz Tjus, and Mons. K. Elfborg. 

From Roumania : — Mons. le Dr. and Mme. Draganescu Brates, Mons. 

S. Stefanescu, and Mons. le Prof. G. L. Trancu lasy 
From Czechoslovakia : — Mons. K. Angst en. 

From Italy : — Sig. F. Viscaxdi. 
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On the 24th and 25th July the Institute of Chartered Accountants m 
Ireland and the Irish Branch of the Society of Incorporated Accountants 
and Auditors entertained in Dublin the following guests who had attended 
the Fourth International Congress on Accounting in Loiidon — Mr. and 
Mrs. W. A. Appleton, New Zealand ; Mr. and Mrs. J. Hyde, Montreal ; 
Mr. Harold -Jackson, Bucharest ; Mr. and Mrs. R. K. Hardy, London; 
^r. C. Van Uden, Amsterdam ; and Mr. A. J. Walker, Toronto. 

On the 24th inst. the guests, accompanied by several members of the 
Institute and of the Society, and their wives, visited^ Trinity College, 
where they were shown the Library and the famous Book of Kells, the 
Chapel, Examination Hall, Hall of Honour (War Memorial), the Commons 
Dining Hall and the kitchens attached. The party then visited the Dail 
and Seanad, the Government Buildings, Dublin Castle, the Bank of Ireland 
in which the old Houses of Parliament were situate, and the principal 
Monuments of the City. After luncheon at the Hibernian Hotel, at which 
the Presidents of the Institute and of the Irish Branch of the Society 
extended a very cordial welcome to the visitors, the party made an exten- 
sive tour of Guinness's Brewery, and had afternoon tea in the Zoological 
Gardens, Phoenix Park, where they were received by Mrs. Geogh^gan. 

On the following day the party, accompanied by members of the 
Institute and the Society, proceeded by Luxury Bus to tour Co. Wicklow, 
including a visit to Glendalough and the Seven Churches. Luncheon was 
served at the Royal Hotel, Glendalough, and the tour continued to 
Greystones, where afternoon tea was served on the lawn of the Grand 
Hotel. 

The visitors were favoured with splendid weather, and all of them 
expressed their keen enjoyment of the interesting features of Dublin and 
the delightful scenery of Co. Wicklow. With the exception of Mr. and Mrs. 
Hardy they left on Tuesday evening for Belfast, where they were met by 
representatives of the Belfast Society of Chartered Accountants, and of the 
Belfast and District Society of Incorporated Accountants, and conveyed to 
their hotel in motor cars. 

On Wednesday, 26th#»July, they made a tour of the City, visiting the 
new Courts of Justice, the City Hall, and the Linen Manufacturing Vorks 
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of the York Street Flax Spinning Co., Ltd., where they saw the various 
processes in the manufacture of linen. 

At the City Hall they were received by the Lord Mayor, who was ac- 
companied by the Town Clerk and the City Treasurer. The Lord Mayor 
.extended a hearty welcome to them, and expressed the hope that their 
visit to the North of Ireland would be enjoyable. He referred to the 
abounding hospitality and kindness which he had experienced when he 
visited Can^,da, and the delightful time he had had in Montreal and 
Toronto. Mr. Hyde and Mr. Walker, of Canada, replied in complimentary 
terms. 

Subsequently the party were shown the principal apartments in the 
City Hall, and they expressed their appreciation of the building and of the. 
courtesy extended to them. They were each supplied with a copy of the 
Corporation's Yegr Book as a souvenir of the visit. 

The guests were entertained at luncheon in the Grand Central Hotel, 
where a representative number of Belfast accountants was present to meet 
them, and subsequently they inspected the new Parliament buildings and 
made a tour of County Down, embracing Newtownards, Greyabbey (where 
a stop was made to inspect the ruins of the abbey), Ball3rwalter, Dona- 
ghadee and Bangor. The journey was broken at Donaghadee, where tea 
was served at the Mount Royal Hotel. 

On Thursday, 27th July, the party left by motor coach for a tour of 
County Antrim. They proceeded by way of Carrickfergus (with its historic 
Castle)^ Whitehead, and the shores of Larne Lough to the famous Antrim 
Coast Road, and Ballycastle, whence the great precipice of Fair Head was 
viewed. Lunch was partaken of at the Giant’s Causeway Hotel, and in- 
spection made of the world-famed Causeway itself, with its geological 
wonders. Proceeding by way of Dunluce Castle the party reached Portrush 
where a halt was made at the Northern Counties Hotel for afternoon tea, 
at the conclusion of which speeches of appreciation and thanks were 
made by the delegates, and responded to. 

The return journey to Belfast was by way of Portstewart, Coleraine and 
Ball3nnena to Antrim, where a detour introduced the guests to Lough 
Neagh, the largest lake in the British Isles. Belfast was reached about 
8 p.m. and the guests left for England the same evening. 

The visit was greatly enjoyed by the hosts both in Dublin and Belfast, 
and the guests expressed their very warm appreciation of all that they 
had s^en and of the hospitality extended^to tls^^m during their stay in 
Ireland. 
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ORDER OF SERVICE 

Hymn 

A ll people that on earth do dwell, 

Sing to the Lord with cheerful voice ; 

Him serve with fear, His praise forth tell, 

Come ye before Him, and rejoice. 

The Lord, ye know, is God indeed ; 

Without our aid He did us make ; 

We are His folk. He doth us feed. 

And for His sheep He doth us take. 

O enter then His gates with praise, 

Approach with joy His courts unto ; 

Praise, laud, and bless His Name always, 

For it is seemly so to do. 

For why ? the Lord our God is good ; 

His mercy is for ever sure ; 

His truth at all times firmly stood, 

And shall from age to age endure. 

To Father, Son, and Holy Ghost, 

The God Whom Heav'n and earth adore. 

From men and from the Angel-host 
Be praise and glory evermore. Amen, 

Then the Dean will say : 

W E are gathered together. Brethren, in this historic Church, surrounded 
by memorials of men who have served their generation faithfully in 
every department of our varied life, and helped to build up our manifold 
inheritance ; and we are here to witness to our belief m the providence and 
continuing love of Almighty God and to askjiis blessing upon the counsels 
of those whose business in different parts of the world is for the welfare of men 
in their dealings one with another. 

Let us pray 

A lmighty God, our heavenly Father, who of his great mercy hath 
promised forgiveness of sins to all them that with hearty repentance and 
true faith turn unto him ; Have mercy upon us ; pardon and deliver us from 
all our sins ; confirm and strengthen us in all goodness ; and bring us to 
everlasting life ; throughjesus Christ our Lord. Amen. 
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Let us pmy for guidance 

G rant to us, Lord, we beseech thee, the spirit to 4:hink and do always 
such things as be rightful ; that we, who cannot do any thing that is 
good ‘without thee, may by thee be enabled to live according to thy will 
through Jesus Clyrist our Lord. Amen. 

O UR Father which art in heaven. Hallowed be thy Name, Thy^ kingdom 
• come. Thy will be done, in earth as it is in heaven. Give us this day our 
daily bread ; And forgive us our trespasses, As we forgive them that trespass 
against us ; And lead us not into temptation. But deliver us. from etdl. For 
thine is .the kingdom,* the power, and the glory. For ever and ever. Amen. 

Then, all standing, shall he sung ; 

Psalm LXVII 

Deus misereatur 

G od be merciful unto us, and bless us : and shew us the light of his 
countenance, and be merciful unto us : 

That thy w^^ may be known upon earth : thy saving health among all 
nations. 

Let the people praise thee, O God : yea, let all the people praise thee. 

O let the nations rejoice and be glad : for thou shalt judge the folk 
righteously, and govern the nations upon earth. 

Let the people praise thee, O God : let all the people praise thee. 

Then shall the earth bring forth her increase : and God, even our own 
God, shall give us his blessing. 

God shall bless us : and all the ends of the world shall fear him. 

Glory be to the Father, and to the Son : and to the Holy Ghost ; 

As it was in the beginning, is now, and ever shall be : world without 
end. Amen. 


After which will he read : 

The Lesson 
Romans XII 

I BESEECH you tlierefore, brethren, by the mercies of God, that ye present 
your bodies a living sacrifice, holy, acceptable unto God, which is your 
reasonable service. And be not conformed to this world : but be ye trans- 
formed by the renewing of your mind, that ye may prove what is that good, 
and acceptable, and perfect, will of God. For I say, through the grace given 
unto me, to every man that is among you, not to think of himself more highly 
than he ought to think ; but to think soberly, according as God hath dealt to 
every man the measure of faith. For as we have many members in one body, 
and all members have not the lame office : So we, being many, are one body in 
Christ, and every one members one of another. Having then gifts differing 
according to the grace that is given to us, whether prophecy, let us prophesy 
according to the proportion of faith ; Or ministry, let us wait on our minis- 
tering : or he that teacheth, on teaching ; Or he that exhorteth, on exhorta- 
tion : he that giveth, let him do it with simplicity ; he that ruleth, with 
diligence ; he that sheweth mercy, with cheerfulness. Let love be without 
dissimulation. Abhor that which is evil ; cleave to that which is good. Be 
kind^ affectioned one to another with brotherlytiove ; in honour preferring 
one another ; Not slothful in business ; ferment in spirit ; serving the Lord ; 
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Rejoicing in hope; patient in tribulation; continuing instant in prayer-; 
Distributing to the necessity of saints ; given to hospitality. Bless them 
which persecute you : bless, and curse not. Rejoice with them that do 
rejoice, and weep with them that weep. Be of the 5ame mind one toward 
another. Mind not high things, but condescend to men of low estate. Be not 
wise in your -own conceits. Recompense to no man evil for evil. Provide 
things honest in the sight of all men. If it be possible, as much as lieth in you, 
l^e peaceably with all men. Dearly beloved, avenge not yourselves, but rather 
give plaee unto wrath : for it is written. Vengeance is mine ; I will repay, 
saith the Lord. Therefore if thine enemy hunger, feed him ; if he thirst, give 
him drink : for in so doing thou shalt heap coals of fire on his head. 'Be not. 
overcome of evil, but overcome evil with good. 

Te Deum Laudamus 

W E praise thee, O God : we acknowledge thee to be the Lord. 

iUl the earth doth worship thee ; the Father everlasting. 

To thee all Angels cry aloud : the heavens and all the powers therein. 

To thee Cherubin and Seraphin : continually do cry, 

Holy, Holy, Holy : Lord God of Sabaoth ; 

Heaven and earth are full of the Majesty : of thy glory^ 

The glorious company of the Apostles : praise thee. 

The goodly fellowship of the Prophets : praise thee. 

The noble army of Martyrs : praise thee. 

The holy Church throughout all the world : doth acknowledge thee ; 
The Father : of an infinite Majesty ; 

Thine honourable, true : and only Son ; 

Also the Holy Ghost ; the Comforter. 

Thou art the King of glory : O Christ. 

Thou art the everlasting Son : of the Father. 

When thou tookest upon thee to deliver man : thou didst not abhor the 
Virgin's womb. 

When thou hadst overcome the sharpness of death : thou didst open the 
kingdom of heaven to all believers. 

Thou sittest at the right hand of God : in the glory of the Father. 

We believe that thou shalt come : to be our Judge. 

We therefore pray thee, help thy servants : whom thou hast redeemed 
with thy precious blood. 

Make them to be numbered with thy Saints : in glory everlasting. 

Then the Precentor will say : 

The Lord be with you 
And with thy spirit 

Let us pray for the coming of God's kingdom upon earth. 

O GOD, who hast taught us to five in the cities of this world as knowing 
our citizenship to be in heaven ; guide we pray thee, with thy heavenly 
wisdom, all who are in positions of responsibihty and authority ; that they 
may keep ever before their eyes the vision of the heavenly kingdom ; for the 
sake of Jesus Christ our Lord. Amen. 

A lmighty God, from whom all thoughts of truth and peace proceed, 
inspire we pray thee the hearts of all men with the true love of peace, and 
guide with thy wisdom tlj^se who take counsel for the nations of the world, 
that all men may learn to dwel> together as brothers and live at peac*; for 
the sake of Jesus Christ our Lord. Amen. 
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A lmighty and everlasting God, who in thy providence dost guide the 
histories of nations, and whose will it is to gather all into the kingdom 
of thy Son, Jesus Christ, grant that nothing may hinder the contribution of" 
each nation to the truth and the civilisation of the world, and that the way 
may be made piain for all peoples so to be joined together that they may 
apprehend the fulness of thy revelation, and may increase in common 
understanding, through tHe same thy Son, Jesus Christ. Amen . . 

Anthem 

G od is a Spirit ; ‘ and they that worship Him must worship Him in spirit 
and in truth. For the Father seeketh such to worship Him. 

(Sterndale Bennett.) 


Sermon by 

HIS GRACE THE LORD ARCHBISHOP OF YORK. 

Hymn 

T hy kingdom come, O God, 

Thy rule, O Christ, begin : 

Break with Thine iron rod 
The tyrannies of sin. 

Where is Thy reign of peace. 

And purity, and love ? 

When shall all hatred cease, 

As in the realms above ? 

When comes the promised time 
That war shall be no more, 

And lust, oppression, crime 
Shall flee Thy Face before ? 

We pray Thee, Lord, arise. 

And come in Thy great might ; 

Revive our longing eyes. 

Which languish for Thy sight. 

Men scorn Thy sacred Name, 

And wolves devour Thy fold ; 

By many deeds of shame 
We learn that love grows cold. 

O'er heathen lands afar 
Thick darkness broodeth yet : 

Arise, O morning Star, 

Arise, and never set. 

Let us pray 

T hy kingdom come, O God, on earth as it is in heaven. That we and all 
the peoples of the world may be set free from suspicion, mistrust and 
fear, and may work together for the glory of God and for the welfare of 
mankind. ^ 

I'hy kingdom come, O God, on earth as^it is in heaven. That we and all 
mankind may be filled with the spirit of brotherhood, service, and love. 
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Thy kingdom come, O God, on earth as it is in heaven. That there may 
be increased in us th^ neighbourly spirit in all the common ways of life. 

. ’ Thy kingdom come on earth, O Lord God, that we may have grace to 

take no rest until thy peace is found here as it is in heaven. Through Jesus 
Christ our Lord. Amen, 

Let us say, all togethei* : • 

A lmighty God, Father of all mercies, we thine unworthy servants do 
give thee most humble and hearty thanks for all thy goodness and 
loving-kindness to us and to all men ; We bless thee for our creation, preserva- 
tion, and all the blessings of this life ; but above all for thine, inestimable 
love in the redemption of the world by our Lord Jesus Christ, for the means of 
grace, and for the hope* of glory. And we beseech thee, give us that due sense 
of all thy mercies, that our hearts may be unfeignedly thankful, and that we 
shew forth thy praise, not only with our lips, but in our lives ; by giving up 
ourselves to thy service, and by walking before thee in holiness and righteous- 
ness all our days ; through Jesus Christ our Lord, to whom with thee and the 
Holy Ghost be all honour and glory, world without end. Amen, 

The Dean will then pronounce The Blessing in the following words : — 

G O forth into the world in peace ; be of good courage ; hold fast that which 
is good ; strengthen the faint-hearted ; support the weak ; help the 
afflicted ; honour all men ; love and serve the Lord, rejoicing in the power of 
the Holy Spirit. And the blessing of God Almighty, Father, Son and Holy 
Spirit be upon you and remain with you for ever. Amen. 
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BANQUET IN GUILDHALL 

19TH July, 1933 

MENU 


Wines 

Tortue Claire 

Punch 


Birches 

Filets de Sole Chdblis 

Sherry 

Vol au Vent de Eis de Veau 

Domecq’s 


Dry Graves 

Baron of Beef 

Baked Potatoes 

Chateau du Roi 


Champagne 

Caneton Roti 

Petits Pois 

Pommery 1921 

Clicquot 1923 

Passiflore Glacee 

Port 


Offley 1910 

Gaufrettes au Citron 

Claret 


Chateau Lafitte 1918 

Dessert 

Liqueur Brandy 

Cafe 



736 


BANQUET IN GUILDHALL 


TOAST LIST 

The King 

Proposed hy , ' , , . . . . . The President. 

Her Majesty The Queen 
His Royal Highness The Prince of Wales 

AND OTHER MEMBERS OF THE ROYAL FAMILY 

Proposed . The President. 

The Fourth International Congress on Accounting 

Proposed by , H.R.H. The Prince George, 

K.G. 

Responded toby The President. 

Colonel R. H. Montgomery, C.P.A. 

The Guests 

Proposed by . .... The Vice-President. 

Responded toby . . His Grace The Archbishop of York, P.C. 

Mons. E. Van Dien. 

The Chairman 

Proposed by . . The Marquis of Reading, P.C., G.C.B., G.C.S.I., 

G.C.I.E., G.C.V.O., 

Responded toby president. 
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PROGRAMME OF MUSIC 


r. 

Majich . 

“ The Last Stand " . 

Myddleton 

2 . 

Overture 

" Light Cavalry " . • . ‘ . 

• Suppe 

3- 

Valse . 

“ Unrequited Love " . . • 

Lincke 

4* 

Selection 

“The Gondoliers " . 

Sullivan 

5- 

Barcarolle . 

“ Les Contes d'Hohmann ” 

Offenbach 

* 6 . 

Suite . 

“ Three Light Pieces " 

Fletcher 

7- 

Valse . 

“ Blue Danube " 

, Strauss 

8 . 

Selection 

“ The Merry Widow " 

. Lehar 

9- 

Characteristic 

“ The Parade of the Tin Soldiers “ 

Jessel 

10 . 

Suite de Ballet . 

“ Egyptien " . 

Luigini 

II. 

Spanish Serenade ‘ 

“ La Palome " ... 

Yradier 

12 . 

Selection 

“ A Country Girl ”, 

Monckton 


Intermezzo . 

“ Manuella ” .... 

Loiter 

14 .' 

■ Three Dances 

“ Nell G^vyn " 

German 


Musicians of the Band of His Majesty's Scots Guards 

By kind permission of 

Colonel E. C. T. Warner, D.S.O., M.C., Lieut. -Colonel Commanding Scots 

Guards 


Conducted by 

Director of Music — Lieut. Horace E. Dowell, L.R.A.M , p.s.m., Scots 

Guards 
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INDEX OF GUESTS. 


Prince George, His Royal Highness 
The, K.G. 

A 

Abbema, Monsieur W. T. J. (Holland) 
Adgie, Mr. William, F.C.A. 

Alatriste, Sehor Roberto Casas, C.P.T. 

^ (Mexico) 

Alexander, Mr. J. R. W. 

Alexander, Mr;S. W. (City Editor, The 
Daily Express ") 

Allan, Mr. D. H., C.A. 

AUan, Mr. R. J., A.C.A. 

Allen, Sir Hugh, K.C.V.O. (Director, 
The Royal College of Music) 

Allenby, Field-Marshal The Viscount, 
G.C.B., G.C.M^. 

AlHson, Mr. T. B., C A. 

Andersen, Monsieur Helge (Denmark) 
Anderson, Sir Alan, K.B.E. (President, 
The Associated Chambers of Com- 
fyierce) 

Anderson, Col William, D.S.O., M.C. 
(President, The Auctioneers* and 
Estate Agents* Institute) 

Andre wes-Uth watt, Mr. A. 

Annan, Professor W., C.A. 

Appleton, Mr. Will, F.R.A. (New 
Zealand) 

Archibold, Mr. A. W., F.C.R A., 
A.I.S.A. 

ArnolS, The Lord 

Ashworth, Mr. Robert, F.C.A.,F.S.A.A 
Askwith, The Lord, K.C.B. (President, 
The Institute of Arbitrators) 

Attewell, Mr. W. S., F.C.R.A. 

Augsten, Monsieur Kamil (Czecho- 
slovakia) 

Austin, Sir Herbert, K.B.E. 

B 

Back, Mr. W. J., A.S.A.A. 

Bailey, Mr. F. W., F.C.A 
Baird, Mr. James, F.S.A.A. 

Baldry, Mr. E., F.S.A A. 

Bankes, Mr. R. W., C.B.E. (Assistant 
Secretary of the Congress) 

Banks, Mr. Alexander S., C.P.A. 
(America) 

Barber, Mr. A. Duncan, F.C.A. 

Barbut, Monsieur Marc (France) 
Barker, Mr. P. E., A.L.A.A. 


Barrett, Mr. R. J. (City Editor, The 
Financial Times **) 

Bartlett, Mr. R. Wilson, F.S.A.A. 
(Vice-President, The 'Society of In- 
corporated Accountants and Auditors) 
Barton, Mr. Harold M., F.C.A. 

Bates, Mr. Donald H., F.S.A.A. 

Becker, Herr Adolf (Germany) 

Beil, Mr. F. A., F.C.A. 

Bell, Mr. J. H., A.C.A. 

Bell, Mr. L. B , C A. (Secretary, The 
Society of Accountants in Edinburgh) 
Bennett, Mr. C. J. M., A.C.A. 

Bennett, The Hon. Mr Justice 
Benzie, IMr. Robert Marr, O.B:E. 
(Mil.), T.D., C.A. 

Berg, Mr. John, M.C S., C.P.A. 
(A merica) 

Berger, Mr. S. J. D., M.C. 

B^s de Berc, Monsieur Rene (France) 
Best, Mr. J. W., F.C.A. 

Bevan, Mr. Stuart, K.C., M.P. 

Biggar, Councillor John McL., F.L.A.A. 
(President, The London Association 
of Certified A ccountants) 

Birkett, Mr. Herbert (Master, The 
Ironmongers* Company) 

Bischoff, Mr. T. H. 

Bishop, Mr. Alfred E., F.C.R.A. 
Blackstone, Mr. F. G., C.iV. (Canjaofa) 
Blackwell, Mr. F. S. (Master, The 
Salters* Company) 

Blackwell, Mr. P. H., F C.A. 

Blair, Mr. John, C.A. 

Blanesburgh, The Lord, P.C., G.B.E. 

(Lord of Appeal in Ordinary) 

Boaden, Mr. H, E., F.L.A.A. 

Bohiin, Herr L. T. (Sweden) 

Bond, Lt.-Col. R. F. G., O.B.E , 
F.L.A.A. 

Bonner, Sir George (King's Remem^ 
brancer) 

Borch, Herr P. I. (Norway) 

Bourne, Mr. E. G., F.S A.A. 

Bowater, Sir Vansittart, Bt., M.P. 
Bowker, Mr. Leslie C., O.BE., M.C 
(City Remembrancer) 

Boyd, Mr. Hugh, F.C A. (Vice-Pre-^ 
sident. The Institute of Chartered 
Accountants in Ireland) 

Boyle, The Hon. Walter, C.B E. 
(Seniof^Official Receiver in Bank- 
riJvptcy) 
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Bramley, Mr. G. C., A.C.A, 

Branson, Mr. R. M., K.S.A.A. 

Brates, Monsieur le Dr. P. Dra^ganescu 
{Roumama) 

Breuner, Monsieur Ove {Denmark) 
Bridgwater, Mr. E. H., F.L.A.A. 
Brock, *Mr. * G., F.C.A. {Secretary, 
The Institute of Chartered Account- 
ants in Ireland) 

Bromwioh, Mr. A. J., F.C.R.A, 

Brown, Mr. A. Clement, A.C.A. 

Brown, Mr. Harold 
Brown, Mr. J. Stirling, F.S.A.A , 
F.C.R.A. {Secretary, The Corporation 
of A ccountants) 

Bubb, Mr. W.’ Norman, F.S A A. 
Buchanan, Mr. Oswald C., C.A., C.P.A. 
Buckingham, Mr. H. W., F.C.P.A. 
Buckley, Mr. Edward, F.C.A. 
Bunkholt, Herr A. {Norway) 

Burgess, Mr. H. J., F.S. A A. 

Burgin, Dr. Leslie, M.P. {Parliamen- 
tary Secretary, The Board of Trade) 
Buriat, Monsieur Emile {France) 
Burrows, Mr. Roland, K.C. 

Burtt, Mr. V. J. {City Editor, The 
" Daily Herald '*) 

Butculescu, Monsieur le Doyen N. 
{Roumania) 

Butler, Mr. Richard Henry, F.CA. 
{Australia) 

Butler, Mr. William B., F.C.R.A. 

C 

Caine, Mr. G. W. R., A.C.A. 

Campbell, Mr. D. E., F.S.A.A. 
Carpenter, Mr. C., F.L.A.A, 

‘Carr, Sir Emsley {President, The In- 
stitute of Journalists) 

Carter, Mr. J. G., O.B.E., A.C.A., 
F.S.A A. 

Carter, Mr. Roger N., F.C A. 

Cash, Mr. William, F.C.A. 

Cassel, Sir Felix, Bt., K.C. {Judge 
Advocate General) 

Cathles, Mr. A., O.B.E., C.A. 

Catterns, Mr. B. G. {Chief Cashier, The 
Bank of England) 

Chalk, Mr. A. L. Crampton, F.C.A. 
{Canada) 

Chandler, Mr. P. W. {Master of the 
Supreme Court) 

Chantrey, Mr. Guy M., M.B.E., F.C.A. 
Chapman, Mr. H. Epton, F.S.A.A. 
Chapman, Col. Robert, ^.M.G., 
D.S.O., F.C.A., M.P. 


Chapman, Sir Sydney, K.C.B. {Mem- 
ber, The Import Duties Advisory 
Committee) 

Chavero, Sehor Alfredo, C.P.T. 
{Mexico) 

Chitty, Sir Joseph {Master of the 
Supreme^ Court) 

Chorlton, Mr. Alan,, C.B.E., 'M.P. 
{President, The Institution of Mech- 
anic'al Engineers) 

Christmas, Mr. F. H. Cooper, -F.C.A. 
Civval, Mr. Lewis, F.C.A: 

Clark, Mr. H. R., C.K.JCanada) 

Clarke, Sir Basil 
Clarke, Mr. H. G., F.S.A.A. 

Clarke, Mr. P. R., A.L.A.A. 

Clayton, Mr. T. C., F.C.R.A. 
Clihord-Turner, Mr. H. 

Cohen, Mr. Lionel, K.C. 

Collins, Mr. Arthur,|F.S.A.A. 

Colville, The Hon: George, M.B E. 

{Secretary of the Congres^ 

Colville, Mr. Philip 

Colville, Admiral The Hon. Sir Stanley, 
R.N., G.C.B., G.C.M.G. {Vice- 

Admiral of the United Kingdom) 
Compton, Mr. H. R., A.C.A. 

Cooke, Mr. F, L., F.S.A.A. 

Cooper, Mr. Stuart R., M.C., F.C.A. 
Cornwell, Mr. S. W., F.C.A. 

Cossar, Mr. J. M., A.C.A. 

Coulson, Mr. H. O. H., A.C.A. 

Cox, Col. E. G. H., C.B.E. 

Cox, Sir Montagu {Clerk, The London 
County Council) 

Crafter, Mr. W. J., A.S.A.A. 

Craven, Mr. Godfrey, F.S.A.A. 

Crowe, Sir Edward, K.C.M.G. {Comp- 
troller-General, Overseas Trade) 

Curry, Mr. A. C., F.C.R.A., M.P. 
Cutforth, Mr. A. E., C.B.E., F.C.A. 
{Vice-President, The Institute of 
Chartered Accountants in England 
and Wales) 

D 

Dalgliesh, Mr. John E., C.A. {Secre- 
tary, The Joint Committee of Coun- 
cils, Chartered Accountants of Scot- 
land) 

Darbyshire, Mr. P. H., F.C.A, 

Davey, Mr. L. J., F.L.A.A. 

Davidson, Mr. R. G., F.S.A.A. 

Davies, Mr. A, T., F.C.A. ^ 
Davies, Mr. Crompton Llewelyn 
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Davies, Mr. D. A , F.C A. 

Davies, Mr. F. {Arnsnca) 

Davies^ Mr.. James M., C.A. 

Dean, Mr. F. A., F.L.A.A. 
de Gruyther, Mr. K.C 
Denison-Pender, Mr. J. C. 

De Regt, Monsieur C. [Holland) 
de St6in, Mr. Edward 
Dexter, Mr. Edward, O.B.E., F.C.A. 
Dickinson, Sir A. Lowes, F.C.A. ' 
Dyker, Monsieur R. A' [Holland) 
Dixon, Mr. J6hn, A. C.A. 

Dolby, Mr. C. M.*, F.S.A.A. 

Dowdell, Mr. W. J., F.C.A. 

Dowdy, Mr. E. W., A. C.A. 

Downer, Sir Harold 
Dresser, Mr. T. W., F.S.A.A. 

Drysdale, Mr. R. M., C.A. 

Dulanty, Mr. J. W., C.B., C.B.E. 
[High CommissiQner for Irish Free 
State) ^ 

Dunkerley, Mr. R., F.C.W.A. [Presi- 
dent, The Institute of Cost and 
Works A ccountants) 

During, Herr Dr. W. [Germany) 

Duthie, Mr. R. Simpson, C.A., F.S.A.A. 
Dyson, Mr. J. A , F.C.A. 

E 

Ebbisham, The Lord, G.B.E. 

Edwards, Mr. E. E. [Parliamentary 
Secretary, The Society of Incorporated 
Accountants and Auditors) 

Egnell, perr Herman [Sweden) 
Eldridge, Mr. H. J., F.S.A.A. [Presi- 
dent, The Institute of Bookkeepers) 
Elfborg, Herr Kurt [Sweden) 

Elliott, Mr. A. H., A.C.A. 

Elliott, Mr. E. Cassleton, F.S.A.A. 
[President, The Society of Incor- 
porated Accountants and Auditors) 
Equerry in Waiting, The 
Errington, Mr. Francis, C.B. 

Essendon, The Lord 
Evans, Mr. C. H., A.C.A. 

Eve, The Hon. Mr. Justice 
Everett, Mr. Frank, F.C.A. 

F 

Fabella, Senor Vicente, C.P.A. [Philip- 
pine Islands) 

Fahrni-Lenz, Herr Adolf [Switzerland) 
Fairbrother, Capt. Hugh K., M.B.E., 
M.C.^ F.C.R.A. 

Faringdon, The Lord, C.H. 


Farquhar, Mr. N. B. T., C.A. 

Farrow, Mr. L. W., F.C.A. 

Fay, Mr, J. C. 

Fay, Mr. W. P., F.C.R.A. 

Fedde, Mr. A. S., C.P.A. [America) 
Fieldhouse, Mr. A., F.L.A.A. 

Filon, Professor L. N., C.B.E'., T.D., 
F.R.S. [Vice-Chancellor, University 
of London) 

Finlay, Mr. W. W. 

Fisher, Mr. F. Lindsay, C.B.E., F.C.A. 
Fitzgerald, Dr. P, [Editor, The 
** Statist '') r 

Fletcher, Mr. Charles E., F.C.A. 

Floud, Sir Francis, K.C.B. [Permanent 
Secretary, The Ministry of Labour) 
Folsch, Herr H. [Germany) 

Forberg, Herr Paal [Norway) 

Forbes, Mr. John F., C.P.A. [President, 
The American Institute of Account- 
ants) 

Foster, Mr. S., F.S.A.A. 

Freeborough, Mr. J. H., F.S.A.A. 
Freeman, Mr. George R., F.C.A. 

Frese, Monsieur G. W. [Holland) 
Fujimoto, Dr. Kotaro [Japan) 
Fukatko, Monsieur Ing. Jaroslav 
[Czechoslovakia) 

G 

Gardner, Mr. F. J. B., M.C., F.C.A. ^ 
Garrad, Mr. H. Z., F.C.R.A., A.C.I.^, 
F.L.A.A. 

Garrett, Mr. A. A., F.C.I.S. [Assistant 
Secretary of the Congress) 

Garvin, Mr. M., A.C.A. 

Gatley, Mr. Clement C. 

Gee, Mr. A. Lionel 

Geoghegan, Mr. Thomas, F.C.A. [Pre- 
sident, The Institute of Chartered 
Accountants in Ireland) 

Gibson, Mr. A. Andrew, F.C.R.A. 
Gillespie, Mr. T. Atkinson, F.L.A.A. 
[Vice-President, The London Associa- 
tion of Certified A ccountants) 

Gillies, Mr. James, C.A. 

Glenn, Mr. W. R., F.L.A.A. 

Goddard, Mr. Theodore 
Goodall, Mr. T., F.L.A.A. 

Gooding, Mr. C. H., F.L.A.A. 

Gordon, Mr. Cosmo, M.C. 

Gordon, Lieut.-Col. H. D. Lockhart, 
D.S.9., F.S.A.A., F.C.A. [Vice- 
Presiden%TThe Institute of Chartered 
Accountants of Ontario, Canada) 
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'Gordon, Mr. J . A., C.A. Headlam, Mr, Maurice F., C,B., 

Goschen, The Viscouht, P.C., G.C.S.I., C.M.G. {Comptroller-General, Na^ 
. G.C.I.E., C.B.E, tional Debt Office) 

Goschen, The Hon. Sir William, K.B.E. Heenan, Commander V. Hammerslev 
Goskar, Mr. A. E., F.S.A.A. R.N. 

Grace, Mr. Stephenson, F.C.A. Hemphill, Mr. Robert, C.A. (Edinburgh 

Graham, Mr. William and South Africa) 

Graham-Carnpbell, Sir Rollo F. (Chief Hewson, Mr. C. A. G., A.S.A.A. 


Metropolitan Magistrate) 

Grahl, Herr Hugo (Germany) 
Greaves-Lord, Sir Walter, K.C., M.P. 

(Treasurer, Gray's Inn) 

Greenhill, Mr. William,. C.A. 

Greening, Mr. H. J. (President, The 
. Chartered Insurance Institute) 
Grenfell, Mr, E. C., M.P. 

Gtey, The Hon. David L. (America) 
Grigg, Sir James, K.C.B. (Chairman, 
The Board of Inland Revenue) 
Gripenberg, H.E, Monsieur G. A. (The 
Minister for Finland) 

Griswold, Mr. Ernest H,, C.P.A. 
(America) 

Grosz, Herr Hugo (Germany) 

Grove, Mr. J. Hulbert, F.S.A.A. 
Gundry, Mr. Richard, F.C.R.A,, 
F.I.S.A. 


H 

Haanes, Herr Kapitan K. (Norway) 
Haines, Mr. G. C., A. C.A. 

Haines, Mr. H. C., F.C.A. 

Halsbury, The Earl of, K.C. 
Halsey-Bircham, Sir Bernard, K.C.V.O 
Hamelberg, Monsieur K. A. (Holland) 
^Hannaford, Mr. J., A.C.A. 

Hannah, Mr. Alexander, F.S.A.A. 
Hansell, Sir William, K.C. (Treasurer, 
The Inner Temple) 

Hanson, Mr. E. H., A.C.A. 

Hard, Mr. Edwin, F.C.A. 

Harding, Sir Edward J., K. C.M.G., 
C.B. (Permanent Under Secretary, 
The Dominions Office) 

Hardy, Mr. R. K., F.C.P.A. 

Harris, Mr. W. F., F.C.A. 

Harwood, Sir Ralph, K.C.V.O., C.B.. 

C.B.E. (Deputy -Treasurer, The King) 
Haskell, Mr. M. Ogden, C.A. (Canada) 
Hastings, Sir Patrick, K.C. 

Hatfield, Professor Henry Rand, Ph.D. 
(America) 

Haworth, Mr. T., F.S.A.A. 

Hay, Mr. David Allan, O.B?E., C.A. 
Hayes, Mr. Thomas, F.S.A.A. 


Hill, Mr. Ernest, F.C.R.A., A.S.A.A. 
Hill, Mr. H. L. H., F.C.A. (President, 
The Institute of Chartered A ecountanis 
in England and Wales)' 

Hillyer, Mr. Arthur H., F.C.A. 

Hillyer, Mr. S. G., O.B.E., F.C.A, 
Himmelblau, Professor David, C.P.A. 
(America) 

Hinnen, Monsieur G. K. H. (Holland) 
Hobson, Mr. O. R. (City Editor, The 
‘‘ Financial News ") 

Hogeweg, MonsieurjG. P. J. (Holland) 
Holban, Mr. Arthur (Roumania) 
Holder, Mr. Stephen, F.C.R.A. 
Holland, Mr. A. H. (Master of the 
Supreme Court) 

Holliday, Mr. C. A., F.S.A.A. 

Holman, Mr. Walter, F.S.A.A. 

Holt, Mr. Ffollett 

Hopkins, Sir Richard, K.C.B. (Second 
Secretary, The Treasury) 

Horder, The Lord, K.C.V.O. 
Hore-Belisha, Mr. L., M.P. (Financial 
Secretary, The Treasury) 

Horn, Herr Dr. G. F. (Germany) 
Houghton, Mr. G. S., F.L.A..4’ 

Howard, Mr. H. Crewdson, F.C.A. 
Howard, Mr. J. Crewdson, A.C.A. 
Howell, Mr. H. E., C P.A. (America) 
Howitt, Mr. H. G., D.S.O., M.C., 
F.C.A. 

Hughes, Mr. C. J. G., A.C.A. 

Hughes, Mr. T. Herbert, F.C.R.A., 
F.I.S.A. (President, The Corporation 
of Accountants) 

Hunter, Mr. R , A.C.A, 

Hutchison, Mr. Alfred 
Hyams, Mr. M., F.C.A. 

Hyde, Mr. John, F.S.A.A., C.A. 
(Canada) 


Inge, The Very Rev. W. R., K.C.V.O. 
(Dean of St. Paul's) 

Isdell-Carpenter, Mr. C. H., O.B.E. 
(Secretary, The Chartered Institute of 
Secretaries) 
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Jackson^, IN^r. Harold {Roumama) 
Jackson, Mr. William, F.C.R.A. [Vice- 
Pyesident, The Corporation of Ac- 
countants) 

Jardine, Mr. R., M.C , C,A. • 

Jarvis, Mr. C. V., F.L.A.A. 

Jelf, Mr. H. ' {Master of the Supreme 

Court) 

Jelf, Hear Oscar {Sweden)^ 

J'enkins, Mr.*F. Martin, F.S.A.A. 

Jenks, Sir Maurice, Bt., F.C.A. 
Jesperson, Monsieur C. [Denmark) 
Jessel, The Lord, C.B,, C.M.G. 

Joliet, Monsieur Roger [France) 

Jolly, Mr. R. T., A.S.A.A. 

Jones, Mr. A. A., A.S.A.A. 

Jones, Mr. E. Furnival, F.C.A. 

Jones, Mr. Tyldesley, K.C. 

Judd, Mr. Haroldkl- , C.B.E., C.A. 

K 

Karlgren, Herr Nils [Sweden) 

Keens, Mr. Thomas, F.S.A.A. 

Kelly, Sir Thomas, C.A. [President, The 
Institute of A ccountants and A ctuaries 
in Glasgow) 

Kemp, Mr. H. F., F.C.A 
Kenny, Mr. Matthew K., F.C.R.A. 
Kerly, Sir Duncan, K.C. [Chairman, 
The Board of Referees) 

Kettle, Mr. Russell, F.C.A. 

Killby,^Mr. Carlton, A. C.A. 

Kindersley, Sir Robert, G.B.E. [Pnme 
Warden, the Fishmongers* Company) 
King, Mr. H. C., F S.A A. 

Kissack, Mr. Douglas* 

Klijnveld, Monsieur Pieter [Holland) 
Knapp-Fisher, Sir Edward 

L 

Larsen, Herr Thorbjorn [Norway) 
Latham, Alderman Charles, F.L.A.A. 
Latham, Mr. J. C., F.L.A.A. [Secretary, 
The London Association of Certified 
Accountants) 

Latimer, Mr. R, L., F.C.A. 

Latter, Mr. A. M., K.C. 

Lauderdale, The Earl of [Hon. Presi- 
dent, The Corporation of Accountants) 
Lawrence, The Rt. Hon. Lord Justice 
Lawson, Mr. W. H., A. C.A. 

Leake^Mr. P. D., F.C.A. 

Lee, Mr. H. V., O.B.E., F.S.A.A. 
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Leese, Sir William, Bt, 

Legge, Mr. C. W.', F.S.A.A. 

Lester, Mr. H. J , F S.A.A. 

Leverhulme, The Viscount [President, 
The London Chamber of Commerce) 
Lewis, Mr. W. G., F.L.A.A. 

Lewis, Mr. Wilfred 
Littlebury, Mr. W. R , F.L A, A. 
Lokkegaard, Monsieur le t^apitaine 
C. F. [Denmark) 

Loudon, Professor John, C A. 
Loughridge, Mr. J. Canning, F.S.A.A. 
Lucas, Mr. A. C., A C.A. 

Luke, The Lord, K.B.E. 

Lund, Mr. Edmund, M.B.E., F.S.A.A. . 
Lyall, Mr. G. Hudson [Solicitor, The 
Institute of Chartered A ccountants' hi 
England and Wales) 


M 

Macara, Mr. Grierson, F.C.R.A. 
Macassey, Sir Lynden, K.B.E. , K.C 
[Master, The Drapers* Company) 
McAuliffe, Sir Henry, F C.A. 

McCoy, Mr. John, A. I. S.A. 

McCormick, Major Hilgrove, M.C. 

[Secretary, The Duchy of Cornwall) 
Macdonald, Mr. John H., C.A. 
Macdonald, Sir Murdoch, K. C.M.G , 
C.B., M.P. [President, The Institutij^n 
of Civil Engineers) - " 

McDonald, Mr. R. [Solicitor, The Lon- 
don Association of Certified Ac- 
countants) 

Macdonald, Mr. William, F.C.R.A. 
Mackie, Mr. John, F.C.A 
Mackinnon, Sir Percy [Chairman of 
Lloyds) 

McLintock, Mr. T. L., C.A. 

Macmillan, The Lord, P.C. [Lord of 
Appeal in Ordinary) 

McNaughton, Mr. G. S B., C.A. 
Macoustra, Mr. D. J., A.L.A.A. 
Magnay, Mr. Thomas, M.P. 

Magrath, Mr. Charles R. R., F.C.R.A. 
Mair, Mr. G. A. L., F.L.A.A. 

Maitland, Mr. Adam, F.S.A.A., M.P. 
Manning, Mr. W. T , M.C., A.S.A.A. 
Martin, Mr. C. B., F.S.A A. 

Martin, Major Godfrey, D.S.O. [Chair- 
man, City Lands Committee) 

Martin, Sir James, F.S.A.A. [Vice- 
Presidei^of the Congress) 

Martin, Monsieur Rene [France) 
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Martin, Mr. R. C., F.C.A. 

Martin, Mr. R. M. Holland. C.B. 
^Maftini, Mr. Percy, F.C.R.A. 
Mascarenas, H.E. Senor Don Alberto 
{The Minister for Mexico) 

Maxwell, Hrig. -General Sir Arthur 
K.C.6., C.M.G., D.S.O. 

May, Sir George, Bt. {Chairman, The 
Import Duties Advisory Committee) 
Mearns,*Mr. S. H., C.A. 

Mellor, Mr, Frank {Chief Registrar in 
Bankruptcy) 

Meredith, Mr. Hubert A. {City Editor, 
The Daily Mail '’) 

Micklethwait, Mr. St. J. G., K.C. 
Miller, Mr. A: A., M.C., F.C.A. 

Mills, Mr. E. E., F.C.P.A. {President, 
•* The Institution of Certified Public 
Accountants) 

Milne, Mr. C. B., K.C., M.P. 

Milne, Sir James, C.S.I. {Chief General 
Manager, Great Western Railway) 
Milne, Mr. James W., C.A. 

Monckton, Mr. W. T., K.C. 
Montgomer}^ Colonel Robert H., 
C.P.A. {President, The Third Inter- 
national Congress on A ccounting, 
America) 

Morgan, Mr. Henry, F.S.A.A. 

Morris, Sir Harold, K.C. 

Morris, Mr. S. Grave, F.S A.A. 

M orris, Mr. S. T., F.S.A.A. 

orrison, Mr. R. A., C.A. 

Mortimer, Mr. W. E. 

Mosse, Mr. R. L. {Master of the Supreme 
Court) 

Mountain, Sir Edward, Bt. 

Moxley, Mr. W. E., C.A. {South Africa) 
Moyle, Mr. C. N., F.L.A.A. 

Muir, Mr. Arthur H., F.C.A. 

Muir, Mr. D. M., F.S.A.A., F.I.M.T.A. 
Muller, Herr H. W. {Germany) 

Myer, Dean J. C. {America) 

Myers, Mr. John, F.C.A. 

Myles, Mr. H L. P. {Solicitor, The Cor- 
poration of A ccountants) 

N 

Napier, Mr. Ian C., C.A. 

Needham, Mr. R. W., K.C. 

Neill, Mr. J. W. F., C.A. 

Nelson, Mr. W. Bertram, F.S.A.A. 
Nelson, Mr. C. Hewetson, F.S.A.A. 
Niedermeyer, Herr G. {G^manv) 
Nixon, Mr. W. A., F.C.A., F.S.A.A. 


Norman, Mr. J. R., F.L.A.A. 

Norris, Mr. V. L., A.C.A. 

Norris, The Very Rev. W. . Foxley, 
C.V.O. {Dean of Westminster)' * 
Norton, Mr. W. Charles, M.C. 

Norton, Mr. Walter* P. {Solicitor ^ The 
Society of Incorporated Accountants 
and Auditors) 


Oakley, Mr. E. C., M.C., -A.C.A. 
Oakley, Mr. H. S. {City Editor, The 
Scotsman '*) 

O’Dea, Mr. Thomas, C.A. 

Olive, Mr. George S., C.P.A. {America) 
Oliver, Mr. A. A. {Clerk, The Special 
Commissioners of Income Tax) 
Oliver, Admiral of the Fleet, Sir Henry, 
G.C.B., G.C.M.G.^ 

O^Neill, The Rt. Bbn. Sir Hugh, Bt., 
M.P. 

Ormerod, Mr. Henry 
Osborne, Mr. T. R., F.L.A.A. 
Oxborrow, Mr. H. R., F.L.A.A. 

P 

Palin, Mr. F. Gurdon {President, The 
Chartered Institute of Secretaries) 
Palmer, Mr. Bennet, O.B.E., F.C.A. 
Paravicini, H.E. Monsieur Charles R. 

{The Minister for Switzerland) 
Parkes, Mr. Alex., F.C.R.A., ^.C.I.S. 
Parsons, Mr. James C., F.C.a^ 

Parton, Mr. John, F.C.A. {Canada) 
Passmore, Mr. S. J. 

Patel, Mr. J. H,., F.S. A A. 

Paterson, Mr. James, F.S.A.A. 

Payne, Mr. W. H., F.S.A.A. 

Paynter, Mr. William, F.S.A.A. 
Pearman, Mr. W. A., F.S.A.A. 

Peat, Mr. C. U., M.C., F.C.A., M.P. 
Peloubet, Mr. Maurice E., C.P.A. 
{America) 

Pelser, Monsieur J., Jun. {Holland) 
Pennciorf, Herr Dr. B. {Germany) 
Petherick, Mr. Maurice, M.P. 

Phillips, Mr. E. T. A., M.B.E. {Senior 
Official Receiver in Companies Liquid- 
ation) 

Pickering, Mr. J. Russell, M.B.E., 
F.L.A.A. 

Piggott, Mr. Arthur E., F.S.A.A. 
Piggott, Mr. Halvor, F.S.A.A. 
Pimentel, Monsieur M. {Holland) 
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Piender, The Lord, G.B.E., F.C.A. 

{President of the Congress) 

Polak,^ Monsieur James {Holland) 
Polak, Monsieur L. {Holland) 

Pole, Sir Felix 

PooL Mr. A. F., O.B.E. {Deputy Chief 
Inspector, Board of Inland Revenue) 
Poole?, Sir Reginald {President, The Law 
Society) 

Portal, Sir Spencer 

Potter, Mr. John, F.S.'A.A-^ M.P. 

Prest, Mr. A.’P. L., C.P.A. {America) 
Price, Mr. Martin, F.C.A. 

Pridie, Mr. G. Roby, F.S.A.A. 

Primost, Mr. Sydney, F.C.R.A. 
Proudfoot, Mr. J. C. {City Editor, The 
” Glasgow Herald'*) 

Pugh, Col. Maurice B., F.C.R.A. 

Purse, Mr. F. W. {Vice-President, 
Institution ofEli^trical Engineers) 
Pybus, Mr. P. J., C.B.E., M.P. 

Pycroft, Mr. W. C., C.A. 


R 

Rae, Sir James, K.B.E. {Under- 
secretary, The Treasury) 

Ralphs, Mr. F. S., A.S.A.A. 

Rawhnson, Mr. A. W., F.C.A. 

Ray, Sir William, M.P. 

Reading, The Marquis of, P.C., G.C.B., 
G.C.S.I., G.C.I.E., G.C.V.O. 

Reid, M% John, C.A. {Secretary, The 
Society of Accountants in Aberdeen) 
Reid, Dr. Walter A., C.A. 

Retail, Monsieur Leon {France) 
Reynolds, Mr. J. W., E.S.A.A. 
Richmond, Mr. David A., C.A. 
Ridgway, Mr. G. A., F.S.A.A. 

Ridsdale, Mr. A. F. {Master of the 
Supreme Court) 

Rinsma, Monsieur F. {Holland) 
Rittenhouse, Mr. Charles F., C.P.A. 
{America) 

Robertson, Sir Charles Grant, C.V.O. 
{Vice-Chancellor, University of Bir- 
mingham) 

Robertson, Sir G. Stuart, K.C. {Chief 
R^istrar of Friendly Societies) 
Robertson, Mr. Harold J. R., F.C.A. 
{Australia) 

Robertson, Mr. T. J., A.S.A.A. 
Robinson, Sir Arthur, G.C.B., C.B.E. 

{Secretary, The Ministry of Health) 
Robles, Monsieur le Drs. A. {Holland) 


Robson, Sir Herbert T., K.B.E. {Chair- 
man, The Baltic Mercantile and 
Shipping Exchange) 

Robson, Mr. T. B., M.B.E., A. C.A. 
Roby, Mr. A. G., K.C. 

Roche, Monsieur Alexis {France) 
Rochester, The Lord, C.M.G. {Pay- 
master-General) 

Roed, Herr Arne J. {Norway) 

Roney, Sir Ernest 
Rooke, Mr. C. W., F.C.A.. 

Rosenberg, Herr Dr. Otto {Germany) 
Ross, Dr. John.W., F.C.A. {Canada) 
Rothermere, The Viscount 
Rowland, Mr. Frederick, F.C.A. (Chair 
man. The Corn, Coal' and Finance 
Committee, Corporation of London)' 
Ryder, Mr. T. A., M.C., F.C.A. 

S 

Salway, Mr. C. C. {C^ty Editor, The 
“ Yorkshire Post 
Sattentau, Mr. N., A.L.A.A. 

Savage, Mr. E. C., F.L.A.A. 

Scarfie, Mr. G. F., F.C.R.A., A.C.I.S. 
Schiffmann, Herr Dr. E. (Germany) 
Schulze, Herr G. (Germany) 

Schuster, Sir Claud, G.C.B., C.V.O. , 
K.C. (Permanent Secretary, The Lord 
Chancellor) 

Schwoon, Herr Melchior (Germany) 
Scott, Sir Angus, F.C.A. 

Scott-Moore, Mr. J., F.S.A.A. 

Seatree, Mr. W. Ernest, A. C.A. 
Sedgwick, Mr. John, F.C.A. 

Selfridge, Mr. H. Gordon 
Sellers, Mr. C. H., F.S.A.A. 

SendeU, Mr. G. E., F.C.A. 

Senechal, Monsieur Honore (France) 
Sharp, Mr. F. W., F.C.A. (Canada) 
Shaw, Mr. A. W., A.C.A. 

Shepherd, Mr. Gilbert D., F.C.A. 
Shiells, Mr. C. J., C.A. (President, The 
Society of Accountants in Edinburgh) 
Sier, Mr. H. E., F.C.A. 

Sill6n, Herr Professor O. (Sweden) 
Silver, Mr. N. K., F.S.A.A. 

Simmons, Sir Percy, K.C.V.O. 
Simmons, Mr. R. W., F.C.R.A. 

Simpkin, Sir Oswald, K.C.B., C.B.E. 

(The Public Trustee) 

Simpson, Mr. R. M., F.S.A.A. 

Singer, Dr. E. (Germany) 

Sjoaker, H^ Ture (Sweden) 

Slippef, Mr. R. A., F.S.A.A. 
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Sloan, Mr. D. Norman, C.A. (Secretary, 
The Institute of Accountants and 
Actuaries in Glasgow) • 

‘Smith, Mr. A. Rae, O.B.E., F.C.A. 
Smith, Mr. Albert R., F.C.R.A. 

Smith, Mr. ‘ Colin, M.V.O., O.B.E. 

(Deputy Clerk, The Privy Council) 
Smith, Mr^ C. Herbert, F.C.A. 

Smith, Mr. F. E. J. 

Smith, J?lr. Thomas, A. C.A. 

Smyth, Mr. Samuel, F.C.A. 

Sodhbans, Lieut. P. S., F.L.A.A. 
Sommerschild, Herr Christian (Nor- 
way) 

. Spangenberg, Monsieur J. C. (Holland) 
Sparrow, Mr.-G. W., F.S.A.A. 

Spens, Mr. W. P.. K.C., M.P. 

Spicer, Mr. R. E., F.L.A.A. 

Spiers, Mr. H. R. (Accountant and 
Comptroller-General, The Board of 
Inland Revenue) 

Spohn, Kerr Kammerrat Fritz (A ustria) 
Sprigge, Mr. C. J. (City Editor, The 
Manchester Guardian 
Stalker, Mr. W. H., A.S.A.A., F.C.W.A. 
Stallwood, Mr. Owen, F.S.A.A. 

Stamp, Sir Josiah, G.B.E., F.S.A.A 
(President, London Midland and 
Scottish Railway) 

Stamp, Mr. J. H. 

Standing, Mr. Alan, F.S.A.A. 

^^anhope. The Earl, P.C., D.S.O., 

Staub, Mr. Walter A., C.P.A. (Presi- 
dent, The New York State Society of 
Certified Public Accountants, Amer- 
ica) 

■ Stefunescu, Monsieur S. (Roumania) 
Stembridge, Mr. P. G., F.S.A.A. 
Stephenson, Mr. Joseph, O.B.E., 
F.S.A.A. 

Stewart, Mr. Andrew, C A., C.P.A. 
(A merica) 

Stewart, Mr. A., C.A., A.S.A A. 

Stiebel, Mr. Arthur (Registrar in Bank- 
ruptcy) 

Stokes, Mr. R. Stanley, F.C.A. 

Stone, Mr. W. Bayford, F.C.A. 
Strachan, Mr. C. M., A.C.A. 

Strachan, Mr. William, F.S.A.A. 
Strachan, Mr, W. G., A.S.A.A. 
Stradbroke, The Earl of, K.C.M.G., 
C.B., C.V.O.. C.B.E. 

Strobel, Monsieur J. P. (Denmark) 
Studd, Mr. G. J. (City JRditor, The 
“ Western Mail ’') 


Stunden, Mr. A. J. (City Editor, The 
News-Chronicle ”) 

Summers, Mr. S., F.S.A.A., . 

Summerskill, Mr. J. C., A.S.A.X*. 
Svensson, Herr Seth (Sweden) 

Sweet, Mr. Arthur, F.C.A. 

Syers, Mr. JL. F., A C.A. 


Tate, Mr. W., F.S.A.A. 

Taubert, Herr Curt (Gerrnany) 

Thomas, Sir Charifes J. Howell, K.C.B., 
C.M.G. (Permanent Secretary, The 
Ministry of Agriculture and Fisheries) 
Thomas, Mr. O. I., A.S.A.A. 

Thomas, Lieut.-Col. R. C. L., M.C., 
T.D., F.S.A.A. 

Thorpe, Professor Joycelyn F. (Pre- 
sident, The Institute of Chemistry) 
Thorsen, Herr Erik 
Threlford, Mr. Sheriff W. Lacon, R.C.A. 
Tiley, Mr. C. O., A.L.A.A. 

Titley, Mr. G. E., F.C.A. 

Tjus, Herr Fritz (Sweden) 

Tobin, His Honour Judge Sir Alfred, 
K.C. 

Tolfsby, Herr M. (Norway) 

Tomlin, The Lord, P.C. (Lord of Appeal 
in Ordinary) 

Toothill, Mr. Percy, F.S.A.A. 

Tory, Mr. A. W., F.L.A.A. 
Trancu-Iasy, Monsieur le Professeur 
Gr. L. (Roumania) 

Tubbs, Mr. Sydney W., F.C./i. 
Tuckett, Mr. P. F. (President, The 
Chartered Surveyors' Institution) 
Turnbull, Lieut.-Col. Sir Hugh, K.B.E. 

(Commissione? of City Police) 

Turner, Mr. Cecil W. 


Upcott, Sir Gilbert, K.C.B. (Comp- 
troller and Auditor-General) 

Upleger, Mr. Arthur C., CP. A. 

(America) 


Van der Ploeg, Monsieur R. (Holland) 
Vander Spil, Monsieur J. C. A. (Holland) 
Van Dien, Monsieur E., F.S.A.A. 
(Officier in de Orde Van Orange 
Nassau, President, The Second Inter- 
national Congress on A ccounting, 
Holland) 
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Van Douwe, Monsieur J. M. {Holland) 
Vann, Mr. J. L., A.C A. 

Van S winder en, H.E. Jonkheer R. de 
IVLarees, G.C V.O. {The Netherlands 
Minister) 

Van Teeseling, Monsieur F. C. {Holland) 
Van Uden, Monsieur C {Holland). 
Vogti H. E. Monsieur Benjamin, 
G.C.V.O. {The Minister for Norway) 
Volkers, Monsieur H. J. {Holland) 
Voss, Herr Dr. Wilhelm {Germany) 


W 

Wadsworth, Mr. B. H., C.A. 

Walker, Mr. A. J., F.C.A. {Canada) 
Walker, Mr. A. M. {Chief Accountant, 
The Bank of England) 

Walker, Sir Herkert, K.C.B. {Chief 
General ^Manager, Southern Railway) 
Walker, Mr. Percy H., F.S A.A. 
Walton, Mr. Tom, F.C.A. 

Wardhaugh, Mr. J. B., C.A. 

Waring, Sir Holburt, C.B.E.. M.S., 
F.R.C.S. {President, The Royal Col- 
lege of Surgeons) 

Warne, Mr. A. G., A C.A 
Warwick, Mr. R. T., F.S.A.A. 
Waterhouse, Sir Nicholas, K.B E., 
F.C.A. 

Watkins, Mr. F. W., A.C.A. 

Watson, Mr. A. E., C.B.E. {Officer of 
Accounts, The Treasury) 

Watson*Mr. G. E., F.L.A.A. 

Watson, Mr. H., F.C R.A., F.I S A. 
Webber, Mr. F. A., F.S.A.A. 

Webster, Mr. A. E., F.S.A.A. 

Weickert, Herr Hans {Germany) 
Weickert, Herr Reinold {Germany) 
Weir, The Lord, P.C. 

Weir, Mr. C. J., C.A. 

Welch, Mr. F. E., A.C.A. 

Welch, Mr. James F., C.P.A. {America) 
Welch, Mr. J. Russell {America) 

West, Mr. A. G., F.C.A. 

West, Mr. H. E., F.L.A.A. ' 
Westmacott, Mr. E. T., F.C.R.A., 
F.C.I.S. 

Wetherall, Mr. R. A., F.S.A.A. {Pre- 
sident, The Institute of Municipal 
Treasurers and Accountants) 

White, Mr. Richard, F.C.R.A., F.C.I.S. 
Whiteley, His Honor Judge Cecil, 
K.C. {Judge of the Mayor* s Court) 
Whittaker, Mr. E. W. C., F.S.A.A. 


Whittingham, Mr. Fred {Chairman; 
The Receptioiic^ Committee, Corpora- 
tion of London) 

Widdowson, Mr. M., F.S.A.A. 

Wilkins, Mr. P. G., F.C.A. 

Wilkinson, Mr. W. S. {Chief Inspector of 
Audits, The Ministry of HeaUh) 
Williams, Mr. D. {Inspector -General in 
Bankruptcy, The Board of Trade) 
Williams, Mr. E. J., F.S.A.A. % 
Williams, Mr. R. T. Monier 
Williamson, Mr. Rutherford, F.C.A. 
{Canada) „ 

Willmott, Mr. M. G., M.C. {Master of 
the Supreme^' Court) 

Wills, Mr. J. J. {Comptroller, Companies 
Department, The Board of Trade) • 
Wilson, Mr. Frederick, F.C.R.A. 
Wilson, Mr. J. H. Elwes, A.S.A.A., 
C A. {South Africa) 

Wilson, Mr. R. H., A.C.A. 

Witty, Mr. Richard A., F.S.A.A. 
Wojciechowski, Monsieur Stefan {Po- 
land) 

Wollaston, Sir Gerald, M.V O. {Garter 
Principal King of Arms) 

Wood, Mr. James, C.A. 

Woolley, Mr. Fred, F.S.A.A. 

Wortley, Mr. John, F.C A. 

Wright, The Lord, P.C. {Lord of 
Appeal in Ordinary) 

Wright, Mr. Harold C., F.C.R.A., 
F.S.A.A. 

Wrottesley, Mr. F. J., K.C. 

Wyon, Sir Albert, K.B.E., F.C.A. 


Y 

York, His Grace the Archbishop of 


Accountant, The 

Associated Press of America, The 
Australian Press Association, The 
Birmingham Post, The 
British United Press, The 
Canadian Press Agency, The 
Central News, The 
Daily Express, The 
Daily Herald, The 
Daily Mail, The 
Daily Telegraph, The 
Exchange Telegraph, The 
Financial News, The 
Financial 'Mimes, The 
Glasgow Herald, The 
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-i^eeds Mercury, The 
Manchester Guardian^ T^e 
M&rmng Post, The * 
'‘News-Chronicle, The 
Observer, The 
Official Reporter, The 
Press Associution, The 


Reuters, Ltd. 

Scotsman, The 
Sunday Times, The 
Times, The 

Times, City Editor of The 
Western Mail, The 
Yorkshire Post, The 



